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AUTO FINANCING LEGISLATION 


TUESDAY, FEBRUARY 24, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
494, Senate Office Building, Senator Estes Kefauver presiding. 

Present : Senators Kefauver (chairman), O’Mahoney, Carroll, Hart, 

nd Wiley. 
: Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority ; Gareth M. Neville, assistant 
counsel; Horace L. Flurry, assistant counsel; Philip R. Layton, assist- 
ant counsel; Joseph C. Golden, attorney; and Gladys E. Montier, 
clerk. 

Senator Kerauver. The committee will come to order. 

Senator Wiley is present; other Senators will be here shortly. 

I will open the hearing and preside part of the time this morning. 
Senator O’Mahoney will preside over most of this hearing because 
this is a subject in which: he has been interested for a considerable 
length of time. 

[have a brief opening statement I wish to read. 

The Senate Antitrust and Monopoly Subcommittee begins hearings 
today on S. 838, introduced by Senator O’Mahoney, and 3. 839, intro- 
duced by Senator Hennings and me. Senator Hennings is ill today, 
and is necessarily absent, but has great interest in these hearings. 

(S. 838 and S. 839 follow :) 


[S. 838, 86th Cong., 1st sess.] 


A BILL To fortify the antitrust policy of the United States against concentration of eco- 
nomic power and the use or abuse of that power to the detriment of the national econ- 
omy by preventing manufacturers of motor vehicles from financing the sales of their 


products 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) The term “motor vehicle” shall 
mean passenger cars, trucks, buses, station wagons, and off-the-road earthmoving 
machinery. 

(b) The term “commerce” shall mean commerce among the several States of 
the United States, or with foreign nations, or in any Territory of the United 
States or in the District of Columbia, or among the Territories, or between any 
Territory and any State or foreign nation, or between the District of Columbia 
and any State or Territory or foreign nation. 

Sec. 2. (a) It shall be unlawful for any corporation, its subsidiaries, officers or 
employees, engaged in the manufacture and sale in interstate or foreign com- 
merce of motor vehicles, or any person or corporation which acts for and is under 
the control of such corporation, to own or maintain any facilities for financing 
the sale at wholesale or retail of any type of motor vehicle manufactured by 
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such corporation: Provided, That nothing herein shall prevent such Corporation, 
when making sales of its motor vehicles at wholesale, from permitting the py. 
chaser to pay for such motor vehicles within a reasonable time after purchase at 
no additional charge. 

(b) Nothing contained in this Act shall preclude the application of any any, 
trust act to any corporation or with respect to any act or omission of any cop. 
poration. 

Sec. 3. The several district courts of the United States are hereby investg 
with jurisdiction to prevent and restrain violations of this Act; and it shall p 
the duty of the several district attorneys of the United States, in their respectiy, 
districts, under the direction of the Attorney General, to institute Proceeding; | 
in equity to prevent and restrain such violations. Such proceedings may be by 
way of petition setting forth the case and praying that such violation Shall be 
enjoined or otherwise prohibited. When the parties complained of shall hay 
been duly notified of such petition the court shall proceed, as soon as may be to 
the hearing and determination of the case; and pending such petition and before 
final decree, the court may at any time make such temporary restraining orde 
or prohibition as shall be deemed just in the premises. 

Sec. 4, The terms of this Act shall take effect one hundred and twenty days 
after the date of enactment. 


[S. 839, 86th Cong., 1st sess.] 


A BILL To supplement the Sherman Act and the Federal Trade Commission Act by pro. 
hibiting automobile manufacturers from engaging in the business of financing and ingy. 
ing automobiles purchased by consumers, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United State 
of America in Congress assembled, That this Act may be cited as the “Automobile 
Finance and Insurance Agency Antitrust Act of 1959”. 


FINDINGS OF FACT AND DECLARATION OF PURPOSE 


Sec. 2. (a) The Congress finds that the manufacture of automobiles and their 
distribution in interstate and foreign commerce constitutes a major element of 
the trade and commerce of the United States upon which the prosperity of the 
Nation depends in large part; that a large percentage of all automobiles pur. 
chased by consumers are financed and insured by agencies engaged in the busi. 
ness of providing such financing and insurance to consumers; that financing and 
insuring automobiles through finance and insurance agencies owned or controlied | 
by automobile manufacturers is widespread; that the increase in the use of 
such practice is threatened; that by reason of the great economic power “ 
the vast nationwide dealer organizations of automobile manufacturers ‘such 
manufacturers possess unique capability to exclude independent entrepreneurs | 
from the businesses of financing and insuring the purchase of automobiles by 
consumers; that the financing and insuring of such purchases by automobile 
manufacturers and instrumentalities thereof does in fact restrain commerce in 
such businesses ; that by reason of such restraint consumers are deprived of the 
benefit of full and free competition in such businesses; and that such deprivation | 
tends to enhance the costs incurred by consumers in the financing and insuring 
of automobile purchases, to restrain trade and commerce in automobiles, and 
to promote the monopolization of the production, distribution, sale, financing, and 
insuring of passenger automobiles by automobile manufacturers and instr 
mentalities thereof. 

(b) It is the purpose of this Act to preserve and promote competition in the 
businesses of insuring and of financing the purchase of automobiles by con 
sumers by (1) declaring the conduct of such businesses by automobile manufac 
turers or instrumentalities thereof to be in violation of existing antitrust laws, 
and (2) making all remedies provided by such laws available for the purpose 
of preventing the evils described in subsection (a). 


DEFINITIONS 

Sec. 3. As used in this Act— 

(a) The term “automobile” means any passenger automobile. 

(b) The term “automobile manufacturer” means (1) any corporation engaged 
in the manufacture or assembly of new automobiles for distribution in com- 
merce, (2) any corporation engaged in the distribution of new automobiles it 
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commerce to automobile dealers, and (3) any other corporation if (A) legal or 

equitable title to more than 20 per centum of the capital stock thereof of any 

class is held by any corporation of any class described in paragraph (1) or 

paragraph (2), or (B) such other corporation is in fact controlled by any cor- 
ration of any such class. 

(ec) The term “commerce” (A) when used in relation to section 1 of the Act 
entitled “An Act to protect trade and commerce against unlawful restraints and 
monopolies”, approved July 2, 1890 (26 Stat. 209; 15 U.S.C. 1), means trade or 
commerce among the several States or with foreign nations, and (B) when used 
in relation to section 5 of the Federal Trade Commission Act, has the meaning 
given thereto by section 4 of such Act. 

(d) The term “automobile finance agency” means any organization regularly 
engaged in the business of advancing to or on behalf of purchasers of automo- 
piles any funds to be applied to the purchase price of such automobiles under 
any contract, agreement, or arrangement under which the purchaser is obligated 
to repay funds so advanced or furnished. 

(e) The term “automobile insurance agency” means any organization regu- 
larly engaged in the business of issuing insurance policies of any kind to or on 
pehalf of purchasers of automobiles in connection with their purchase of auto- 
mobiles. 4 ; . 

(f) The term “purchaser”, when used in relation to any automobile, means 
any individual or organization, other than a dealer in automobiles, who pur- 
chases, or who contracts or agrees to purchase, any automobile for any purpose 
other than resale in the regular course of any trade or business. 


PROHIBITIONS 


Sec. 4. It shall be an unlawful restraint of commerce in violation of section 1 
of the Act entitled “An Act to protect trade and commerce against unlawful 
restraints and monopolies”, approved July 2, 1890 (26 Stat. 209; 15 U.S.C. 1), 
and an unfair method of competition in commerce in violation of section 5 of 
the Federal Trade Commission Act, for any autombile manufacturer to engage 
in business directly or indirectly as an automobile finance agency or as an 
automobile insurance agency. 

EFFECTIVE DATE 


Sec. 5. This Act shall take effect on January 1, 1961. 


Senator Krravuver. Senator O’Mahoney’s bill makes it. unlawful 
for a manufacturer of passenger cars, trucks, buses, station wagons, 
and off-the-road earth-moving machinery to own or maintain any fa- 
cilities for financing the sale at wholesale or retail of such vehicles, 
provided on such sales at wholesale a reasonable time for payment 
can be extended without additional charge. S. 838 does not apply to 
insurance. This bill would become effective 120 days after the date 
of enactment. 

S. 839 would make it a violation of section 1 of the Sherman Act 
and section 5 of the Federal Trade Commission Act for an automobile 
manufacturer to engage in the business of financing the purchase 
price of passenger automobiles for any purpose other than resale. It 
would not apply to sales by such a manfacturer to its dealers or to 
vehicles other than passenger automobiles. This bill also applies to 
insurance policies to or on behalf of purchasers of passenger cars for 
any purpose other than for resale. The effective date of the bill, if 
enacted, would be January 1, 1960. 

Congressman Celler, chairman of the House Judiciary Committee, 
has introduced H.R. 4256, which I will place in the record of these 
hearings at this point. 
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(H.R. 4256 follows :) 


[H.R. 4256, 86th Cong., 1st sess.] 


A BILL To supplement the antitrust laws of the United States against restraint of trade 
or commerce by preventing manufacturers of motor vehicles from financing and insuring 
the sales of their products 


Be it enacted by the Senate and House of Representatives of the United State 
of America in Congress assembled, That this Act may be cited as the “Automobile 
Finance and Insurance Act of 1959.” 

The term “motor vehicle” shall mean passenger cars, trucks, buses, ang 
station wagons. 

The term “commerce” shall mean commerce among the several States of the 
United States, or with foreign nations, or in any Territory of the United Statgg 
or in the District of Columbia, or among the Territories, or between any Territory 
and any State or foreign nation, or between the District of Columbia and any 
State or Territory or foreign nation. 

Sec. 2. It shall be unlawful for any corporation, its subsidiaries, officers o; 
employees, engaged in the manufacture and sale in interstate or foreign commere 
of motor vehicles, or any person or corporation which acts for and is under the 
control of such corporation, to own or maintain any facilities for financing 
the sale at wholesale or retail of motor vehicles manufactured by such corporation 
or to own or maintain any facilities for issuing insurance policies of any king 
in connection with the sale or purchase of motor vehicles manufactured by such 
corporation : Provided, That nothing herein shall prevent such corporation, when 
making sales of its motor vehicles at wholesale, from permitting the purchaser 
to pay for such motor vehicles within a reasonable time after purchase at no 
additional charge. 

Seo. 3. The several district courts of the United States are hereby invésted 
with jurisdiction to prevent and restrain violations of this Act; and it shall 
be the duty of the several district attorneys of the United States, in their 
respective districts, under the direction of the Attorney General, to institute pro- 
ceedings in equity to prevent and restrain such violations. Such proceedings 
may be by way of petition setting forth the case and praying that such violation 
shall be enjoined or otherwise prohibited. When the parties complained of shall 
have been duly notified of such petition the court shall proceed, as soon as may 
be, to the hearing and determination of the case; and pending such petition and 
before final decree, the court may at any time make such temporary restraining 
order or prohibition as shall be deemed just in the premises. 

Seo. 4. The terms of this Act shall take effect one hundred and twenty days 
after the date of enactment. 

Sec. 5. No provision of this Act shall repeal, modify, or supersede, directly or 
indirectly, any provision of the antitrust laws of the United States. 


Senator Keravver. His bill, I believe, includes the prohibitions con- 
tained in both S. 838 and S. 839. 

These bills are aimed at correcting a monopolistic tendency in the 
automobile industry itself as revealed in previous hearings by this sub- 
committee in 1955 and in the last session of Congress, and a similar 
tendency in the businesses of financing and insuring automobile pur- 
chases. They are fashioned within the framework of the national 
antitrust policy against monopoly and monopoly power. 

This is not the first time the solution of the problem of the control 
of financing of autmobiles by automobile manufacturers has been u- 
dertaken by the antitrust approach. In May 1938, General Motors, 
Ford, and Chrysler were indicted under the Sherman Act for alleged 
coercion of their dealers to finance car sales through the finance firm 
owned by the manufacturer. Civil cases also were filed seeking divesti- 
ture of the finance businesses from each. Chrysler and Ford consented 
to divestiture of their finance firms and the criminal cases against 
them were dismissed. 

General Motors went to trial in the criminal case in 1939, was con- 
victed and fined. Its civil case was finally settled by consent decree 
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in 1952. Divorcement of General Motors Acceptance Corp. from 
General Motors was not obtained in the decree. Thus, General Motors 
and GMAC remained joined together, which placed Ford and Chrys- 
ler at a greater disadvantage as competitors than before the litigation 
began. Instead of freeing the industry from monopolistic control, the 
jargest company was left with a stronger power than it had ony 
enjoyed. In order to alleviate this unfairness and increased tendency 
to monopoly, the courts have afforded an opportunity to Ford and 
Chrysler to again enter the financing business. Recently Ford an- 
nounced its intention of reentering the finance business and it has 
been rumored that Chrysler is considering doing the same. 

It therefore appears that very soon we will be exactly where we 
were in 1938 in spite of approximately 20 years of litigation under 
existing antitrust laws. Instead of removing the monopoly power 
from the automobile industry and the finance and insurance busi- 
nesses, it has gone on growing on the part of General Motors and 
now threatens the same results as to Chrysler and Ford. 

Hearings before the subcommittee in the last Congress revealed 
that since the beginning of the period of the litigation General 
Motors has increased its share of the new automobile registrations 
from approximately 45 percent to approximately 51 percent. It is 
also indicated that during those 20 years GMAC more than doubled 
its percentage of all passenger automobile and commercial vehicle 
installment loans extended by U.S. sales finance companies. GMAC’s 
net income after taxes in 1940 was $10,968,538 as compared with 
$46,037,136 in 1957. 

Based upon information submitted to me from the American Fi- 
nance Conference, approximately 7,375 finance companies and banks 
in this country engage in automobile financing. They are constantly 
seeking financing transactions from all automobile dealers and pur- 
chasers of new automobiles. The great majority of these companies 
and banks are relatively small businesses. These bills would open to 
these concerns a large segment of the automobile finance market 
which is now closed by GMAC. The information submitted to me 
shows that in 1954, based on Federal Reserve Board and GMAC 
statistics, GMAC financed about 68 percent in dollars of the time 
sales of General Motors dealers. 

If Ford and Chrysler reenter the finance business and are as suc- 
cessful as General Motors, independent finance companies and the 
banks would be excluded from more than 60 percent of the total 
automobile financing on new cars. This would result from the con- 
trol by the Big Three of more than 90 percent of all new car regis- 
trations and 68 percent of the financing of the cars of all three. 

It is understandable that Ford or Chrysler would gain profits 
and advantages in car sales by reentry into the automobile finance 
business. These benefits might aid them in competing with General 
Motors. But at the same time other automobile manufacturers would 
be in a still more difficult competitive situation. The two other 
automobile manufacturers are American Motors and Studebaker. 

Furthermore, as the automobile manufacturers increasingly take 
over the automobile credit financing, is it not going to drive many 
independent automobile financing firms out of business and injure 
even others until there is concentration in the financing field of as 
great concern as is the concentration in the automobile industry ? 











AUTO FINANCING LEGISLATION 
The cases filed in 1938 were based on the abuse of monopoly power 
through various coercive practices. KEven under those circumstanegg 
the Government did not succeed in obtaining effective relief from 
monopolistic tendency. I believe specific legislation is now the begt 
solution to the problem. 

These are some of the reasons upon which my belief that this legis. 
lation is needed is founded. These are the kinds of questions op 
which the subcommittee is seeking information and understanding, 

In order to get started as early as possible on this important 
problem, hearings have been scheduled for today through Friday 
of this week. 

Today we expect to hear a number of witnesses, who are listed in 
this statement. We are changing our original schedule a little bit, 

Senator Hart, we are glad you are here. 

Senator Harr. Iam sorry to be late. 

Senator Krravuver. We are going to hear first from Mr. Kintner 

, . . 9 
the General Counsel of the Federal Trade Commission. 

Before we proceed, we have a very brief statement from Senator 
Yarborough that he asked to be read at the beginning of the hearing, 

Mr. Drxon. Mr. Chairman, Senator Yarborough asked that this 
be read. It is addressed to youas chairman. It reads as follows: 

On account of a conflicting date at another Senate meeting at this hour, | 
cannot personally attend this hearing at the opening. 

However, I am deeply concerned with the problems before the committee: 
the plight of the independent auto finance companies. 

Mr. David Steere, chairman of the board of the Allied Finance Co. of Dallas, 
and others from Texas are here today. I hope the chairman can go into all 


of the essential testimony in order to assist these independent companies ip 
solving their problems, and in helping the automobile owners of the State of 


Texas. 

It is signed, “U.S. Senator Ralph W. Yarborough.” 

Senator Kerauver. Perhaps Senator Wiley would like to make some 
comment before we start. 

Senator Wutey. I think the situation is a challenging one and calls 
for an investigation into all its ramifications. 

I received a letter this morning from a prominent citizen in Mil- 
waukee inquiring about the matter. He called my attention to some 
of the things that have been taking place in the jukebox business, and 
also to what has been taking place in the automobile financing field. 

It is a matter that, in my opinion, requires study and judicious 
determination. 

Senator Keravuver. Thank you, Senator Wiley. 

Senator Hart, do you wish to make any comments before we start! 

Senator Harr. No; except that the people of Michigan, of course, 
are intimately affected by whatever we do, but I think so too are the 
people of the whole country. 

This is an industry that affects you, even if you are not living next 
tothe River Rouge plant of Ford. 

I hope we can come up with something. 

Senator Krrauver. Thank you, Senator Hart. 

I might explain at this point that the Department of Justice was, 
of course, invited to testify. The Department, as you know, has 
initiated a grand jury inquiry of General Motors in the southern dis- 
trict of New York. During this inquiry they issued subpenas in 












which 
A mot 
The 
there i 
presen 
We 
the mc 
testify 


man, 
Sen 
Mr. 
the Fe 
Sen 
Mr. 
the F: 
read 1 
legisl 
Sen 
rinte 
F Mr. 
Eastl 
dated 
It i 


DEA! 
Februg 
duced | 

8. 83 
and sa 
financi 
such ¢ 
of the 
Attorn 

8. 8 
from ¢ 
mobile 
ness a 
financ’ 
anothe 
the de 
and se 

The 
investi 
that I 
In vie 
Comm 
and, t! 
presen 

In | 
restra’ 
judicis 
of leg 


am *- 


Saat ao b> 


= 


or 


1S 


1S, 
all 
in 
of 


ne 


il- 
ne 


nd 


t! 
Se, 
he 


1as 
lis- 
in 





AUTO FINANCING LEGISLATION 7 


which they asked the company for its correspondence with its dealers. 
A motion to quash the subpena has been filed. 

The Department of Justice feels that, under those circumstances, 
there is very little testimony that they can give in connection with this 

resent hearing. 

We do not want anything that this committee does to strengthen 
the motion to quash the subpena, so I have agreed to excuse them from 
testifying at this hearing. 

Mr. Kintner, we will be glad to hear from you. 


STATEMENT OF EARL W. KINTNER, GENERAL COUNSEL, FEDERAL 
TRADE COMMISSION ; ACCOMPANIED BY ALVIN BERMAN, ASSIST- 
ANT GENERAL COUNSEL 


Mr. Kintner. Mr. Chairman, I am accompanied by Mr. Alvin Ber- 
man, an Assistant General Counsel of the Commission. 

Senator Kerauver. We are glad to have you, too, Mr. Berman. 

Mr. Kinrner. Mr. Berman is a long-time member of the staff of 
the Federal Trade Commission. 

Senator Kerauver. Yes. 

Mr. Kintner. Mr. Chairman, the chairman and the members of 
the Federal Trade Commission have asked that I appear here and 
read into the record, with your kind permission, their views on this 
legislation. . 

Senator Kerauver. The letter which you are presenting will be 
printed in full. You may read it all, or such part as you wish. 

Mr. Kintner. The letter is addressed to the Honorable James O. 
Eastland, chairman, Committee on the Judiciary, U.S. Senate, and is 
dated February 24, 1959. 

It is as follows: 


Deak Mr. CHAIRMAN: This is in response to your requests of February 6 and 
February 10, 1959, for comments on S. 838 and S. 839, respectively, both intro- 
duced in the 86th Congress, 1st session. 

§. 8388 would make it unlawful for any corporation engaged in the manufacture 
and sale in commerce of motor vehicles to own or maintain any facilities for 
financing the sale at wholesale or retail of any motor vehicle manufactured by 
such corporation. The act would be enforced by the several district attorneys 
of the United States in the respective district courts, under the direction of the 
Attorney General, by the institution of suits to enjoin any such violation. 

8S. 889 would go further by not only prohibiting an automobile manufacturer 
from engaging in business as an automobile finance agency, but also as an auto- 
mobile insurance agency. The prohibitions, however, would extend to such busi- 
ness activities only at the retail or consumer level and would not apply to the 
financing or insuring of cars on sales to dealers. S. 889 differs from S. 888 in 
another material respect in that it would effect the prohibitions by declaring 
the described practices to constitute violations of section 1 of the Sherman Act 
and section 5 of the Federal Trade Commission Act. 

The Department of Justice has, for some time, been conducting a general 
investigation of the automobile industry. We have a liaison arrangement with 
that Department in order to insure that there will be no duplication of work. 
In view of the Department of Justice’s general industrywide investigation, the 
Commission has not recently conducted any comparable investigtaion in this field 
and, therefore, is not in a position to furnish any factual data bearing upon the 
present necessity or justification for the type of legislation being proposed. 

In principle, the Commission believes that individual instances of alleged 
restraints of trade are usually best approached by particular administrative or 
judicial proceedings under the general antitrust laws and that the enactment 
of legislation directed to a particular industry should be attempted, if at all, 
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only in extreme circumstances after no alternative remains untried. Also, legis. 
lation for a particular industry tends to open the floodgates for further sua 
special legislation covering other individual industries so that the genera] law 
may become so riddled with exceptions that it becomes the exception rather 
than the rule. Therefore, the Federal Trade Commission has traditionally 
opposed variations of the general antitrust laws to govern conduct applicabje 
only to one segment of our economy. 

The Commission did in 1939 make a comprehensive report on the motor vehicle 
industry to this committee which was printed as House Document No. 468, 7@¢, 
Congress, 1st session. That report did discuss in some detail the then current 
practices and policies of automobile manufacturers with regard to the financing 
and insuring of cars, the historical development of these practices and Policies, 
and the impact of car financing and insurance upon purchasers’ costs. Partiey. 
lar reference is made to pages 5, 279-287, 483-485, 611-615, 660-661, 817-818, 
and 920-1055 of the report which may be of interest and provide helpful back. 
ground and historical information to the committee in those regards. 

If the Congress favorably considers the enactment of legislation of the 
proposed, a major problem is whether enforcement should be by direct cour 
action taken by the Department of Justice, as provided in section 3 of S. 838, or 
whether the practices should be defined as restraints of commerce in violation 
of section 1 of the Sherman Act and as unfair methods of competition in com. 
merce in violation of section 5 of the Federal Trade Commission Act, as would 
be provided by section 4 of S. 839. In the event of favorable consideration, the 
Commission recommends that the direct violation procedure contemplated by 
S. 838 be adopted. 

Section 5 of the Federal Trade Commission Act prohibits unfair methods 
of competition in commerce and unfair or deceptive acts or practices jp 
commerce generally, without further defining the specific acts or practices 
thereby encompassed. This is true because unfair methods of competition 
and unfair or deceptive acts or practices are constantly changing. The Cop- 
gress has seen fit, from time to time, to declare particular acts or practices to 
be within the general prohibitions of section 5 of the Federal Trade Commis. 
sion Act. Examples are the Wheeler-Lea amendment of 1988, covering false 
and deceptive advertising of food, drugs, devices, and cosmetics, the oleomar- 
garine amendment of 1950, the Wool Products Labeling Act of 1939, the Fur 
Products Labeling Act of 1951, the Flammable Fabrics Act of 1953, and the 
Textile Fiber Products Identification Act of 1958. However, with 

to all of these particularizations, the question of false and deceptive adver- 
tising, invoicing, or labeling was left to administrative determination or there 
was the requirement for administrative promulgation of guiding rules and regu. 
lations. 

Unlike the acts referred to above, the current legislative proposals would 
leave no area for administrative determination as to what is unlawful, nor 
would there be any requirement for the promulgation of administrative rules 
or regulations. The current proposals, therefore, if favorably considered by 
the Congress, are so specific and definitive that it would be more appropriate 
to enforce their provisions by direct court action, as provided in S. 838, than 
by administrative procedures under section 5 of the Federal Trade Commis. 
sion Act, as proposed by S. 839. 

Further, the appending of the practices to be proscribed to the Sherman and 
Federal Trade Commission Acts would, by virtue of the McCarran-Ferguson 
Act of 1945, and subsequent court decisions, leave the extent of the prohi- 
bition in some doubt. This is so inasmuch as section 2(b) of the McCarran 
Act (15 U.S.C. 1012) provides that the Sherman, Clayton, and Federal Trade 
Commission Acts shall be applicable to the business of insurance only to the 
extent that such business is not regulated by State law. And the Supreme 
Court, in Federal Trade Commission v. National Casualty Company (357 US. 
560 (1958)), interpreted that act to the effect that the Commission may not 
proceed under the Federal Trade Commission Act against misleading aé- 
vertising of insurance by a company engaged in interstate commerce where 
the company is licensed to do business in the States involved, its advertising 
is distributed by local agents within those States and the States have enacted 
legislation covering the practice of misleading advertising. Subsequently, in 
Travelers Health Association v. Federal Trade Commission (C.A. 8, Jan. 18, 
1959), the McCarran Act was interpreted to preclude the Commission from 
proceeding under the Federal Trade Commission Act against misleading adver- 
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tising of insurance by a company engaged in interstate commerce where the 
nome State from which the advertisements are mailed to other States has en- 
acted legislation covering the practice of misleading advertising, even though 
the company is not licensed to do business, and has no agents in the States into 
which the advertising literature is sent. i. 

The principles expressed in the two decisions referred to above would appear to 
pe equally as applicable to the Sherman, Clayton, and Federal Trade Commission 
Acts in their broadest aspects as they are to the practice of misleading adver- 


a eiew of these court interpretations of the McCarran Act, it may well be 
held that, by virtue of State antitrust laws which encompass the field of insur- 
ance, the jurisdiction of the Federal Government under the Sherman and Fed- 
eral Trade Commission Acts over the insurance activities of automobile manu- 
facturers is substantially preempted. 5 

The following additional comments pertain to the specific language used in the 
two bills rather than to the general congressional policies which must be resolved 
in the course of their consideration. 

Section 1(b) of S. 838 is specific in its definition of the term “motor vehicle” 
to mean “passenger cars, trucks, buses, station wagons, and off-the-road earth- 
moving machinery.” Section 3(a) of S. 8389, on the other hand, defines the term 
“sutomobile” as meaning “any passenger automobile” and is unclear as to the 
scope of its coverage; e.g., whether it covers buses and station wagons. 

Section 1(b) of S. 838 contains a definition of “commerce” which covers both 
foreign and interstate commerce. However, the only other place the word “com- 
merce” appears is in section 2(a) where the unlawful practice is defined in 
terms of “interstate or foreign commerce.” In view of the definition of “com- 
merce” contained in section 1(b), it is reeommended that the word “commerce” 
be substituted for the words “in interstate or foreign commerce” in section 2(a). 

The phrase “any corporation, its subsidiaries, officers or employees, engaged in 
the manufacture and sale in interstate or foreign commerce of motor vehicles” 
{Italics supplied] in section 2(a) is ambiguous as to which of the preceding 
words the italic portion modifies. If the following properly reflects the 
drafting intention, it is recommended that the phrase be revised to read: “any 
corporation engaged in the manufacture and sale in commerce of motor vehicles, 
or any of its subsidiaries, officers or employees * * *,.” 

The title of S. 838 indicates its intention to apply to manufacturers of motor 
vehicles and not to dealers. However, the phrase “acts for and is under the 
control of such corporation,” appearing in section 2(a) of that bill, may be 
construed to cover dealers since in certain transactions, such as the adminis- 
tration of a manufacturer’s warranty, dealers may be said to act for and under 
the control of the manufacturer. It is therefore suggested that the words 
“with respect to financing of motor vehicles” be added after the word “cor- 
poration” at line 9 of page 2 of the bill. 

Inasmuch as the term “antitrust act” is not always construed to include the 
Federal Trade Commission Act, it is recommended that the phrase “, including 
the Federal Trade Commission Act,” be inserted after the words “antitrust 
act” in line 17 of page 2 of S. 838. 

The definition of “automobile manufacturer,” contained in section 3(b) of 
8. 889, includes “‘any corporation engaged in the distribution of new automobiles 
in commerce to automobile dealers.” Inasmuch as that definition would appear 
to cover companies engaged only in the business of transporting motor vehicles 
in commerce, it is suggested that the words “sale and” be inserted before the 
word “distribution” in line 14 of page 3 of S. 839, if that change is consistent 
with the intended meaning. 

In view of time schedules, this report has not been submitted in advance to 
the Bureau of the Budget. 

By direction of the Commission : 


JOHN W. GwYNNe, Chairman. 
Mr. Chairman, that concludes the reading of the statement which 
I was authorized to present to you and this subcommittee this morn- 
ing. 
Senator Keravuver. Thank you very much, Mr. Kintner, for a very 
useful and carefully prepared statement. Your technical suggestions 
will be of special use to the committee. 
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Since we started, we have been joined by Senator O’Mahoney, who 
has long been interested in this problem and who will preside over mog 
of the meetings of the subcommittee in the consideration of these bills 
Senator O’Mahoney, do you wish to make any statement or ask q 
question ? 

Senator O’Manoney. I would like to say this for the record, that 
the Joint Economic Committee, of which I am a member, is now 
working on its report on the President’s Economic Report. It wil] 
be recalled that the maximum employment law requires the President 
to file his report early in each new session, and requires the Joint 
Economic Committee to file its comments before the 1st of March. 
The consequence has been that to make it a little inconvenient for 
me to be continuing to be present at these hearings, much as I am 
interested in them. 

I would like to say at this time—because I introduced one of the 
two bills which are now under consideration—that I would like to 
have everybody who is interested in what we call antitrust legislation 
to know that I have long been of the opinion that this question of 
the concentration of economic power is not a question which can be 
adequately settled by prosecution under the antitrust law—either 
the Sherman Act or the Clayton Act. The reason is that those laws, 
though the cases which are filed may be and, I think, usually are, well 
founded, can be carried through every court in the land. The greater 
the economic power of a defendant, the easier it is for that defendant 
to postpone the final determination and the final judgment in the case, 

This is no new development. I remember very well many years 
ago, when I first began the practice of law, I was attending a hearing 
before one of the Senate committees. I think the Federal Trade 
Commission was interested in it; this was before your time, Mr. Kint- 
ner. The President, at that time Woodrow Wilson, had requested 
the Federal Trade Commission, as I recall, to make an investigation 
of the concentration of power in the hands of the big packers. Five 
packers were alleged to have organized a combination which enabled 
them to control the prices that the stockgrowers, cattlemen and sheep- 
men, had to accept, and at the same time to fix the prices which the 
housewives had to pay in the local butcher shops. 

The Federal Trade Commission did such a thoroughgoing job in 
the research and the marshaling of evidence that when the Depart- 
ment of Justice filed proceedings against the five big packers, they 
agreed to a consent decree, and they were required to divorce them- 
selves from the ownership of the stockyards where the livestock men 
had to sell. 

Needless to say, the Packers and Stockyards Act was passed. It 
was signed by President Harding. That act gave more power to the 
Government to regulate business than any act that had ever before 
been passed. It empowered the Secretary of Agriculture to regiment 
the whole packing industry. I use the word “regiment” advisedly, 
because business is always complaining about the regimentation of 
business by the Government. 

The fact of the matter is, Mr. Chairman, that despite all of these 
investigations and all of these suits that have been filed, concentra- 
tion has been proceeding steadily. Neither the Department of Jus- 
tice nor the Federal Trade Commission is equipped with enough 
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appropriations year by year sufficient to enable them to carry on the 
studies that have to be carried on if these laws are to be enforced. 

It was last year, or the year before, Mr. McHugh, that Mr. Bicks 
testified, when we were conducting a hearing on ‘the premerger no- 
tification bill. 

Mr. McHveu. Last year, Senator. 

Senator O” Manoney. His testimony was that the Department of 
Justice just didn’t have the staff that was required to advise the De- 
partment of all the mergers that were taking place in business, and 
so the prenotification bill was requested and endorsed by the Depart- 
ment. It is resisted by big business. 

Business, since the very beginning of our Government, has always 
resisted regulation, and yet the Constitution on which our Govern- 
ment was founded specifically gave to Congress the power and the 
duty to regulate commerce among the States and with foreign na- 
tions. That is our duty. 

This subecommittee—while I was acting as chairman, Senator Ke- 
fauver, when you were otherwise engaged and Senator Kilgore, who 
was the chairman at the time, was abroad and so he asked me to 
preside—had prepared for it a statical report based on Bureau of 
Census material, by Jesse Friedman, then on our staff. This docu- 
ment, which is now available, shows the amazing degree of concen- 
tration of economic power that exists in this country now. 

I was very much interested to note in Business Week, issue of Feb- 
ruary 21, 1959, a story beginning on page 30 entitled, “Where Are 
Antitrusters Headed?” It reads: 

The administration is moving energetically against industrial concentration 
via the Sherman and Clayton Acts. 

For business, this means mergers and dominance of an industry will be 
scrutinized more closely than ever. 

Despite occasional attacks, though, Government probably won’t try any 
wholesale breakup of big companies. 

I was about to say, with respect to the Packers and Stockyards Act, 
that some 15 years later [ was in San Francisco to address a group of 
independent packers. On that occasion, as 1 remember, the form of 
the final decree which had been ordered in that consent case, when 
Woodrow Wilson was President, had not yet been drafted. This 
shows how concentrated economic power year after year after year 
can prevent any effective regulation. 

Now, so far as I am concerned, and I would like everybody to un- 
derstand this, I am not antibusiness, and I never have been antibusi- 
ness. I believe that business should be carried on by private indi- 
viduals, but I know a basic fact which is generally overlooked, that 
corporations, trade associations, labor unions, and other organizations 
that carry on business, do not have the rights that the Constitution 
grants to individual citizens. 

Our Republic was created for the purpose of allowing the people to 
govern themselves, but we have come to a situation in which concen- 
trated economic power is threatening the Government. 

This was indicated clearly in the hearings that this subcommittee 
held during the Suez crisis. We know that ‘at this very moment there 
is a great economic battle going on between the independent operators 
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in the production of oil and coal in the United States, and those inter. 
national companies which have gained control or dominance of for. 
eign oilfields, who want to pour their floods of crude oil and refined 
products into the United States, with the effect of destroying inde. 
pendent enterprise. 

Yesterday I introduced a bill on this matter for the purpose of en- 
abling the Committee on Interior Affairs to institute a program of 
stimulating the production of coal and of oil in the United States 
because if we don’t do that, the Government is not going to receive 
the tax revenues which the highly prosperous domestic oil industry 
and coal industry in the past years have given it. : 

In other words, at the very moment when, because of the inter- 
national situation, our Nation is compelled to spend billions of dol- 
lars, more than half the total Government budget for defense, we 
are losing revenue because of concentration of economic power. 

The problem that is presented here, Mr. Chairman, as I see it, jg 
simply one of getting the leaders of business and the leaders of Goy- 
ernment, and those who are interested in the individual consumer, to 
come to an understanding of how we in the United States are going 
to preserve the opportunity for free enterprise. 

These two bills, are based upon the established fact that when great 
motor corporations are able to control the financing of their enter- 
prises, they not only drive independent financing companies out of 
business, but they drive other automobile competitors out of business, 
too, and bring about concentration. 

It is just as important for General Motors to sit down at this table 
and discuss with the members of the subcommittee the ways and means 
of preserving business competition in the United States, as it is for 
this committee to do so. 

The bill that I introduced was intentionally restricted to one par- 
ticular phase of the subject. 

Of course, the subject of the concentration of economic power is 
— complex, and it covers practically all the business in the United 

tates. 

General Motors is not only a great motor company, but it is also the 
largest manufacturing company in the whole world, and it is the 
largest manufacturer of motorcars in the United States. 

The evidence which was presented to this subcommittee, when under 
Senator Kilgore we were conducting a study of General Motors, made 
it crystal clear that General Motors and its employees, its executives, 
its salesmen, and its local representatives, were able to use GMAC as 
a weapon to hinder and delay, and sometimes to destroy, not only the 
business of other financing corporations, but the business of local 
dealers who didn’t choose to use the General Motors financing com- 

any. 

A little hint could be given by an individual, and the evidence was 
that such hints were given, along these lines: “Well, it is good for you, 
brother, to patronize GMAC. That is the best way for you to stay 
in business.” A little repair shop could be crushed by reason of that. 

I have no desire to wage any criminal prosecution against General 
Motors because of GMAC. Iam trying to bring about an understand- 
ing of a basic fact, which is that if we allow to be concentrated under 
one group of managers the control of various businesses, utterly differ- 
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ent in character, as is the business of manufacturing iceboxes and 
motorcars and the business of making loans, we are concentrating the 
economic control of the lives of the people of the United States, and 
weare closing the door on little business. | 

The magazine Business Week to which I referred a moment ago, 
carried on page 31 a table gathered from the statistical study pre- 
yared by Jesse Friedman. I wouldn’t have made the same selection 
that the editors of Business Week made for this table. It undertakes 
to show the percentage of shipments accounted for = the four largest 
companies in 1954, as against the concentration in 1947. 

The first of the businesses mentioned in this list is that concerned 
with motor vehicle and parts. As of 1954, four companies handled 
75 percent of that business; in 1947, they handled only 56 percent. 

In the category of steel works and rolling mills, in 1954, four com- 
panies handled 54 percent of all the business, as against 45 percent 7 
years before. , a 

As to tires and inner tubes—observe these are commodities that every 
family in the United States buys—four companies in 1954 were han- 
dling 79 percent of the total sold in the United States, as against 77 
percent in 1947. : 

Turning to tin cans and other tinware we find that 80 percent of 
this business was handled by four companies in 1954, 78 percent 
in 1947. 

So it goes. 

The editors have selected some companies on the other side. That 
is fair enough, of course. mente | 

Regarding tobacco stemming and redrying, in 1947 four companies 
controlled 88 percent, whereas in 1954 the control was 79 percent. In 
other words, the trend was the other way. 

Likewise in the cigarette business, whereas 1947 the four largest 
companies handled 90 percent of cigarette production, in 1954 the 
four largest handled only 82 percent. 

On the whole, however—and this study went through practically all 
of the substantial industries—it was shown that 4 or 8 or 10 companies 
were by far the dominant factor in practically every industry in which 
the people of the United States are concerned. 

Now we fail in preserving local political self-government if we allow 
the concentration of economic government to fall into the hands, not of 
people, but of the managers of these giant corporations. 

Iam inclined to believe if we really see ourselves as the leaders of the 
free world, we must realize that we gain nothing in freedom for peo- 
ple by merely transferring from political dictatorship to economic dic- 
tatorship. I hope, Mr. Chairman, that all of those who are called upon 
to testify here will realize that what we are actually trying to do is to 
find a way in which to preserve free enterprise. That means competi- 
tion. 

We talk about free enterprise, but I have noticed that most of the 
leaders of the giant corporations when they talk about free enterprise 
— enterprise which is free from Government regulation of any 

orm. 

Ido not want to crush big business. I do not believe anybody on this 
committee wants to crush big business. We are represented as being 
hostile to business. We are not hostile to business. We are seeking 
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ways and means of making effective the constitutional regulation, jp 
the public interest, of commercial affairs so that the door will op. 
stantly be open for new enterprises to come in, and so that it will be 
impossible for a few individuals, through their banking connections 
their board of directors connections, and their economic power to 
control and regulate the business of the United States on which all the 
people depend. 

Mr. Chairman, I will mark some of the statements in the President's 
Economic Report and in this article in Business Week to emphasize 
what I mean. 

Senator Krravuver. They will be included in the record, Senatop 
O’Mahoney. Thank you very much for a most helpful and illuminat. 
ing statement which helps-put this hearing in its true perspective, 

(The material referred to above may be found in the files of the 
subcommittee. ) 

Senator Krravuver. The Chair notes with pleasure that Senator 
Carroll, a distinguished member of this subcommittee, is present. 

Senator O’Mahoney, did you have any questions of Mr. Kintner? 

Senator O’Manoney. No, I think not. 

Senator Kerauver. Senator Wiley, do you wish to ask Mr. Kintner 
any questions ? 

Senator Witry. No. I have listened to Senator O’Mahoney’s very 
interesting talk. I think the gist of it is very definite, that wherever 
there is power that gets into the hands of a few, it corrupts the few and 
injures the many. 

We have to see to it that power itself is exercised with judgment 
and discretion. 

Senator Keravuver. Senator Carroll, do you wish to ask Mr. Kintner 
any questions? 

Senator Carro... Just one question. You favor direct court action, 
do you not? 

Mr. Krntner. That is the position of the Federal Trade Commis- 
sion. It favors the approach of S. 838 over that of S. 839, Senator 
Carroll. 

Senator Carrotut. Why ? 

Mr. Kintner. As pointed out in the Commission’s letter, the Com- 
mission believes that inasmuch as the violation is spelled out, and 
there needs to be no further determination of an administrative or 
regulatory nature, that it might well be turned over to the district 
attorneys for enforcement. 

Senator Carrot. Would the burden of proof be the same, either 
under administrative procedure or under S. 838? 

Mr. Kinrner. The burden of proof, I think, in this instance would 
be substantially the same. There would be a rather narrow question 
of fact whether or not the company, the automobile company, is 
engaging in a prohibited activity, and it would be relatively easy, 
I think, to determine whether it were so engaged. 

Senator Carrot. In other words, if the Congress decided to ap- 
prove this policy, the standards are so clear that it would be much 
better to take these cases into court than to go through administrative 
procedures ? 

Mr. Krnrner. Well, the procedure, Senator, is fully spelled out, 
and leaves nothing to administrative discretion, and it was the Com- 
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mission’s view, in that light, that the matter probably would more 
appropriately be one for court action rather than administrative 
action. 

Senator Carrot. Thank you very much. 

Senator Krrauver. Senator Hart, do you wish to ask any questions? 

Senator Harr. No. 

Senator Keravuver. Thank you very much, Mr. Kintner. 

Mr. Kintner. Thank you, sir. 

Senator O’Manoney. Mr. Chairman, before Mr. Kintner leaves, I 
would like to suggest that Mr. McHugh be given an opportunity to 
address some questions to him. 

Senator Kerauver. Very well. Mr. McHugh. 

Mr. McHveu. Mr. Kintner, you mentioned that because of the kind 
of State regulation of insurance which we have under the interpre- 
tations of the McCarran Act by the Supreme Court and other court 
decisions, that area may be preempted for the States, and the Federal 
Government excluded. 

Do you happen to know what type of State regulation of the 
insurance business dealing with this practice exists! 

Senator Kerauver. That is, insofar as the insuring of automobiles 
is concerned. 

Mr. Kintner. I believe there are certain State laws and local reg- 
ulations relating to illegal ties between certain types of businesses 
and msurance business. 

Mr. McHver. Do you happen to know whether or not the State 
laws dealing with this type of practice in the insurance field are related 
entirely to the question of tie-ins where you have some sort of coercion 
or intimidation? Or does the type of State regulation address itself 
specifically to the ownership by automobile companies of finance com- 
panies or insurance companies without any evidence of abuse of power 4 

Mr. Kintner. I am advised that most of the State legislation in 
this area relates to an illegal tie-in sale of insurance with the other 
transaction. 

Mr. McHveun. Therefore, Mr. Kintner, none of the laws or the 
regulations of the State dealing with insurance are addressed spe- 
cifically to the problem which is covered by these two bills? 

Mr. Kinrner. I am not aware of such legislation, although I de 
not wish to preclude the possibility that there may exist such legisla- 
tion in one or more States. I am not aware of it. 

Mr. McHvueu. Senator, I think it might be very helpful for the 
committee’s consideration of this insurance aspect of the bill if the 
Commission could, based upon the work it has done in this field, 

repare and submit a report to the committee analyzing the kind of 

tate regulation existing in this field. 

Senator Krrauver. Mr. Kintner, I think that is a very good sug- 
gestion. Are you in a position to comply with it? 

Mr. Kinrner. We will attempt to supply you with that informa- 
tion, Mr. Chairman, to the best of our ability and on the basis of what 
we may know after a search of our compilation of State laws. 

Senator Kerauver. Then suppose you prepare a memorandum on 
this subject as soon as possible. It will be made a part of the record. 

Mr. Krntner. Very well. 

(The memorandum referred to may be found on p. 478.) 
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Mr. McHveu. Mr. Kintner, you are familiar with the case brought 
some years ago against General Motors, charging illegal tie-ing ke 
tween General Motors and its dealers in connection with the sale of 
automobile parts and accessories? 

Mr. Kintner. Yes, I am familiar with what the case stands for 
and I listened to the accurate summary of the holding of the cag, 
which was read by the chairman at the opening of this hearing, 


Mr. McHveu. Do you happen to know whether or not the Federal | 


Trade Commission has conducted, or is presently conducting, any 
compliance proceedings to determine whether or not General Motors 
has violated that decree? 

Mr. Kintner. I am not aware of any investigation being conducted 
by the Federal Trade Commission with respect to the decree, nor 
am I aware of any request to the Commission from the Department 
for such an investigation. 

I do know that the Department of Justice is now engaged in ap 
industrywide investigation, and of course there is the grand jury 
proceeding in the southern district of New York. 

Mr. McHvuex. Do you know whether the Department investigation 
also relates to parts and accessories? 

Mr. Krntner. I could not answer that, except to say that I under. 
stand that: the Department: has and is making a rather comprehensive 
examination of the practices of the automotive industry. 

Mr. McHveu. Is it true to say, Mr. Kintner, that under the various 
Acts enforced by the Federal Trade Commission, your authority in 
this field, the areas where there is a possible violation, occurs only 
if it can be shown that there is an illegal tie-in, that there has been 
some kind of coercion or illegal intimidation, that there has been 
some abuse of power, before you can have any recourse to enforcement! 

Mr. Kinrner. That is correct. There would need to be a restraint 
of trade; an unfair method of competition or a restraint of trade, 
such as a misuse of economic power. 

Mr. McHveu. So that the two bills which are before this con- 
mittee address themselves to a subject which is not covered by the acts 
presently enforced by the Federal Trade Commission ? 

Mr. Kintner. I think the subject is well covered under the general 
statutes—the Federal Trade Commission Act and the Sherman Act. 

Mr. McHueun. I am speaking now merely of the acts enforced by 
the Commission. 

Mr. Kintwer. Yes; I think that either 

Mr. McHueu. Excuse me. In the absence of monopoly, which 
would be first enforced by the Department of Justice under the 
Sherman Act, would the Federal Trade Commission have authority 
to proceed against any of the matters covered by these two bills! 

Mr. Kintner. I think that such a proceeding would more appro- 
priately fall under the Sherman Act. I do not want to say that there 
might never be circumstances under which the Federal Trade Com- 
mission might proceed in this area. 

Mr. McHvueu. Has the Federal Trade Commission, to your know!- 
edge, ever proceeded in a case charging an ownership tie-in between 
two companies where there was no evidence of coercion or intimida- 
tion to require the other party to use certain parts or equipments 
handled by the first ? 
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Mr. Kinrwer. I cannot think of any such case. 

Mr. McHvueu. That is all, thank you. 

Mr. Cuumpris. Mr, Chairman in the latter part of October, after 
the Supreme Court decision referred to by Mr. Kintner, when there 
were pending several cases in the St. Louis Court of —— on this 
particular subject, Senator Langer called Mr. Robert Sills to testify 
on the impact of those decisions on small loans and tie-in insurance. 
That testimony was not very long. I suggest that the transcript be 
made a part of the record in line with Mr. Kintner’s testimony and 
the questions which Mr. McHugh has asked him this morning. 

Senator Keravver. I will ask counsel to go over it and let that part 
of the testimony which is pertinent to this issue be printed in the 
appendix to the record. 

The document referred to may be found in the files of the sub- 
committee. ) 

Senator Kerauver. Mr. Peck. 

Mr. Peck. Mr. Chairman, in your introductory statement, sir, you 
mentioned the Justice Department and its reason for not appeari 
here. It also appears that the General Motors Corp. has been asked, 
but has declined to come and testify. 

I wonder, sir, if it might not be appropriate to insert in the record 
immediately following your introductory statement the answer which 
the General Motors Corp. will send to your office, and also the an- 
swer which the Justice Department sent in explaining its reasons for 

bsence. 

7 Mr. Dixon. General Motors has informed us of its desire to file 
a statement. It is assumed it will be filed and will then be put in 
the record. 

Senator Kerauver. We will file in the record the statement by 
General Motors and the brief letter from the Department of Justice. 

Mr. Prox. I think it would help clarify the record, sir. Thank 

0 
, (‘The Justice Department letter may be found on p. 415 and the 
General Motors statement on p. 435.) 

Senator Kerauver. Mr. Kintner, thank you very much for your 
appearance here. : 

r. Kintner. Thank you, sir, for your courtesy and that of your 
subcommittee. 

Senator Keravver. Our next witness will be Mr. E. P. Latimer, 
president of the American Discount Co., Charlotte, N.C. 

The witness following him will be John C. Browder of the Bell- 
Browder Insurance Co., of Springfield, Tenn. Mr. Browder is a 

rominent citizen in the insurance business who has expressed an 
interest in this subject. 

Because I will not be able to be here when he testifies, I will in- 
troduce Mr. Browder now. 

I want to express my appreciation to you, Mr. Browder, for vol- 
unteering to come up here, at your own expense, to tell us about 
your views on this matter, as an insurance executive. 

Mr. Browper. Thank you, Mr. Chairman. 

Senator Kerauver. You will follow Mr. Latimer when he is through 
testifying. 

Mr. Browper. Thank you, sir. 
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Senator Kerauver. Mr. Latimer, will you identify yourself ang 
tell us what you know about this problem ? 


STATEMENT OF EDWIN P. LATIMER, PRESIDENT, AMERICAN 
DISCOUNT CO., CHARLOTTE, N.C. 


Mr. Latimer. Mr. Chairman and gentlemen, my name is Edwin 
P. Latimer. I am from Charlotte, N.C., and am president of Ameri- 
can Discount Co., an automobile finance company which has oper. 
ated in the Southeast since 1919, the year in which it was founded, 

The basis upon which an automobile manufacturer-controlled {. 
nance company is created constitutes a threat to the continued sound- 
ness of our Nation’s credit economy as well as to the existence of the 
independent automobile finance company. The parent organization 
under whose sponsorship such controlled companies operate provides 
provides the key for their successful operation. 

The manufacturer-owned finance company from the date of its 
creation is placed in a superior position in various phases of the 
finance business. It is in position to obtain its money in desired quan- 
tities at lower cost because of its parent-company relationship, 
Equally important, it obtains its business at a lower acquisition ex- 
pense. Lastly, it enjoys a “natural” closeness of business relation- 
ship with the manufacturer’s dealers that must be developed at great 
expense by the competing independent finance company. 

For specific illustration, your attention is called to the records of 
my own company’s experience from 1952-1957 while General Motors 
Acceptance Corp., was operating under the existing consent decree, 
I am sure that the exeperience of my company is representative of 
that of other independent finance companies throughout, the Nation. 

Of the total volume of new automobiles sold during that period of 
time, approximately 47 percent were General Motors products which 
were sold through franchised General Motors dealers. 

I do not know how to estimate the amount of this business that our 
company would have obtained had not the GM-GMAC combine been 
in existence. We do know, however, and have figures to support the 
fact that we made very few new-car inventory loans to General 
Motors dealers during that period of time. Consequently, the oppor- 
tunity to purchase retail sales contracts on General Motors cars was 
limited by this absence of wholesale loans to General Motors dealers. 
An average of our wholesale inventory loans during the 1952-57 
period, based on wholesale outstanding as of February 28, of each 
year, reveals that 92.18 percent of the loans were made to dealers of 
other make cars, although the General Motors portion of the new-car 
market was 47 percent. 

It is my opinion that the “built-in” interlocking controls of GMAC 
by General Motors prevented our company’s volume of business from 
fluctuating on a scale commensurate with the national automobile 
sales figures. Thus, independent finance companies such as ours were 
competing more fiercely for the smaller percentage of the new-car 
business that was available. 

In addition, the effect on the general public and our Nation’s econ- 
omy is much more serious, since the manipulation of financing policies 
can make the manufacturer-controlled finance company serve as & 
factory sales outlet. 
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Furthermore, the manufacturer’s finance company protects itself 
against poor credit risks by binding the dealer to absorb losses. Con- 
sequently, any customer is a “good risk” when he purchases the manu- 
facturer’s merchandise with his dealer’s endorsement. The manufac- 
turer-owned finance company need not be primarily concerned with 
the customer’s ability to pay and in some cases purchases sales con- 
tracts without prior investigation. ; 

Not only are both the small dealer and the customer immediately 
hurt by such business tactics, or policies, but continuation can create 
an economic cycle of “feast or famine.” Such overselling very often 
occurs as it did in the 1955 buying “binge,” when customers were 
oversold and repossessions of automobiles increased materially 
shortly afterward. 

We, as an independent finance company, must and do accept the 
responsibility for safeguarding the customer’s credit by controlling 
downpayments and terms in accordance with his individual needs 
and capacity. Similarly the selling dealer is protected because his 
contingent liability is reduced. To accomplish this end, the inde- 

endent finance company, such as ours, provides and requires credit 
investigation prior to purchase and furnishes collection service after 
the acquisition of the sales contract. = 

As for our company, we do not fear competition. Since 1919 
we have seen banks, credit unions and others enter the automobile 
finance business, all of whom must compete on sound credit principles. 
We find, however, that when credit practices are designed to promote 
sales the results are destructive; whereas, when credit is extended on 
an individual basis with consideration given to ability and capacity 
to pay, the results are constructive and serve as an important stabiliz- 
ing factor in our economy. ; 

We turn to you gentlemen for your understanding and sympathetic 
help. We urge the passage of legislation that will prevent and pro- 
hibit the existence of manufacturer-owned finance companies, 

Such action would be in the best interests of the public. 

Senator Krrauver. Thank you, Mr. Latimer. 

Do you wish to add anything ? 

Mr. Latimer. Well, Mr. Chairman, I think that it might be of 
interest to you gentlemen to just take some awareness of a rather 
strange call I had at my home Saturday night about 8:30, when the 
manager of GMAC in Charlotte called me and he said he understood 
I was-going to testify here, and I said I didn’t understand how he 
knew, and that no publicity had been given to the fact. 

He said, “We have competed in a rather friendly fashion all these 
years, and I hope you are not going to say anything that will hurt our 
relationship.” 

[ said, “Well, I have got some figures about the percentage of busi- 
hess we enjoy, and you have got all the General Motors business, and 
Ford’s got the idea that they will take the Ford business, and Chrys- 
ler the Chrysler business, so I don’t know whether I could live with 
what is left or not, so you know what my position is.” 

Senator Kerauver. I didn’t understand about that. Who was it 
that called ? 

Mr. Latrmmer. The manager of the General Motors Acceptance 
Corp. office in the city of Charlotte called me at my home. 
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Senator Keravuver. Who is that, Mr. Latimer? 

Mr. Latimer. General Motors Acceptance Corp. 

Senator Kerauver. What is his name? 

Mr. Latimer. A gentleman by the name of Baldwin. 

Senator Kerauver. How did he know you were going to testify? 

Mr. Latimer. I do not know, sir. 

Senator Kerauver. What was the purpose of his call, as you under. 
stood it to be? 

Mr. Latimer. Well, to urge my friendly statement, I presume. 

Senstor Keravuver. Had you testified previously on bills of this 
kind ? 

Mr. Latimer. No, sir. 

Senator Keravver. Are you able to get any General Motors busi- 
ness in the financing of the sale of new cars? 

Mr. Latimer. Very little. 

Senstor Keravver. You have submitted a chart. Would you ex- 

lain it? 
(The chart referred to above follows :) 


NATIONAL NEW GAR AMFRICAN DISCOUNT COMPANY 
SALES FIGURES NEW CAR WHOLESALE OUTSTANDINGS 
(Note A) NOTE B 
100% 
A 
L 
L 
0 1.FINANCING ON ALL OTHER MAKES 
= IS VERY COMPETITIVE AMONG BIG 
H FINANCE COMPANIES, LITTLE A 
E FINANCE COMPANIES, BANKS, L 
R CREDIT UNIONS AND OTHERS. L 
M 0 
A T 
K H 
E E 
S R 
2. Competition for this portion 
of sales financing basically M 
limited to G.M.A.C. : 
E 
S 
3. Low Percentage of General 
Motors New Cars Outstanding 
0% in Wholesale Loans to Dealers. 





NOTE A: PERCENT NEW CAR REGISTRATIONS AS COMPILED BY R.L. POLK & CO. 
AVERAGES 1952-1957 INCLUSIVE. 


NOTE B: PERCENT NEW CAR AVERAGE WHOLESALE OUTSTANDINGS ON FEBRUARY 28th 
FROM COMPANY'S SEMI-ANNUAL AUDIT REPORTS FROM 1952-1957 INCLUSIVE. 


NOTE C: AMERICAN DISCOUNT COMPANY'S WHOLESALE LOANS 10 DEALERS SHOULD 
MORE NEARLY PARALLEL THE RATIOS OF PRODUCTION BY MAKES OF NEW 
CARS. 
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Mr. Latimer. The chart, Mr. Chairman, indicates over a period of 
from 1952 to 1957 that we have had a wholesale relationship with only 
such a small number of General Motors dealers that we end up with 
outstanding of only 7.82 — 

Senator Keravuver. Of your business ? 

Mr. Latimer. Yes, sir. 

Senator Kerauver. That is on the right side of the chart, isn’t it? 

Mr. Latrmer. Yes, sir. 

Senator KerAuver. Then what is the figure on the chart to the left? 

Mr. Latimer. The chart on the left are figures of R. L. Polk & Co. 
They are not our figures. They are the figures compiled by R. L. 
Polk & Co. over the period 1952 to 1957, covering new car registra- 
tions. 

Senator Keravver. Mr. Latimer, is American Discount Co. a local 
company? Where was it formed ? 

Mr. Latimer. It is a Georgia corporation, sir. 

Senator Kerauver. Its stockholders are largely in the Southeast ? 

Mr. Latimer. Yes. It is incorporated in the State of Georgia, 
since 1919. 

Senator Kerauver. The automobiles that you finance are in the 
same section where the corporation does business, where the stock- 
holders live? 

Mr. Lattimer. We operate in five Southeastern States. 

Senator Keravuver. So as to any profit, if there might be any, made 
from your business, it goes to thes people in the section where the 
automobiles are sold, is that correct ? 

Mr. Latmmer. Yes,sir. Eleven hundred shareholders are interested 
in this company. 

Senator Kerauver. Are your rates of interest comparable to those 
of General Motors Acceptance Corp.? I mean, do you give them as 
good service and as good a break ? 

Mr. Latimer. Mr. Chairman, of course we think we give better 
service, that is the only basis on which we get any business. And our 
rates have to be competitive. We don’t exactly set the rates; competi- 
tion sets the rates. 

Senator Kerauver. Do you think that the public would suffer any 
higher interest rates or any lesser service if bills similar to these under 
discussion here were passed? What would be the economic effect on 
car purchasers ¢ 

Mr. Latmmer. Well, as I stated in my comments, sir, I stated that I 
felt that it would actually result in a stabilizing factor in our economy, 
because financing would be based on the factors that normally should— 
that it should normally be based on rather than an effort to make sales. 

Senator Kerauver. In other words, you think it would end some of 
the business of selling cars to people who can’t afford to buy them? 

Mr. Lattmer. Well, I am not sure about that, Mr. Chairman. That 
isalways going to happen. Every now and then a poor credit risk is 
going to get into the picture. 

Senator Kerauver. Senator Wiley, any questions? 

Senator Witey. Yes. 

What percentage do you have of the business in your State ? 

Mr. Latimer. Senator, I operate, our company operates in five States 
in the Southeast, and any statement about percentages would have to 








22 AUTO FINANCING LEGISLATION 










































be subject to confirmation from my records, but it is a very smal] 

percentage. 

Senator Wirry. What is your capitalization ? 

Mr. Latimer. Our capitalization, we have a company that has a net 

worth of $8 million. 

Senator Witey. What return do you make on your $8 million after 

expenses ? 

Mr. Latimer. After taxes and after preferred dividends, it would he 

in the vicinity of 10.5 to 11 percent. 

Senator Witey. How much? 

Mr. Latimer. 10.5 to 11 percent, on our net worth. 

Senator Witxy. How much business do you actually do? 

Mr. Latter. We have outstanding at the moment approximately 

$50 million in retail paper. : 

Senator Witey. And your capital is $8 million ? 

Mr. Latimer. Yes. 

Senator Witey. Have you any other competitors except General 
Motors ? 

Mr. Latrmer. Yes, sir; plenty. 

Senator Winter. Local ? 

Mr. Latrwer. Yes, sir; local companies and national, and other 
national operating financing companies. 

Senator Wirey. Have you any idea as to the total business in those 
five States? 

Mr. Latimer. That might be available? 

Senator Winery. Yes. 

Mr. Lattmer. No,sir. There isatremendous amount. 

Senator Wty. And you have been in business how long ? 

Mr. Latimer. American Discount Co. has been in business since 
1919, 

Senator Witry. Have you any personal experience that would indi- 
cate that General Motors Acceptance Corp. has been using the big stick, 
so to speak ? 

Mr. Latrmer. Well, as I pointed out in my statement, the fact, that 
we don’t get but seven and a fraction percent of General Motors 
business, we are just unable to penetrate the business. 

Senator Witny. Yousay if you don’t get it? 

Mr. Latimer. I say we do not get but seven and a fraction percent 
of the wholesale accounts and, as a result, we are unable to penetrate 
any deeper into General Motors business. 

Senator Witry. My question goes to this point: We are satisfied 
that concentration of power or wealth in the hands of some people 
creates what you might call an attack on our free enterprise system. 
What I am looking to you for is to see whether you have had any 
specific experiences. Have you been dealing with people who have 
told you of some of their experiences ? 

Mr. Latrmer. Yes, sir. I did not come prepared with any specific 
cases to present to you today. I could present them, but I did not 
come prepared to present any specific cases of any such situations. 
Senator Wuiey. I think that is all. 

Senator Carrott (presiding). Mr. Latimer, you have been very 
helpful to this committee, and Senator Wiley’s questions are very 
pertinent to the purpose of this hearing. 
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If I may, I would like to follow along your line of questioning for 
just a moment. ; : 

How large is American Discount Co. with reference to other finance 
companies, excluding General Motors, Ford, and Chrysler ? 

r. Latimer. Well, excluding General Motors and the other large 
companies operating throughout the Nation, I would say American 
Discount Co. would rank about 27th or 28th in this Nation. 

Senator Carroiti. What about in these five Southeastern States in 
which you operate? Let us forget about the rest of the Nation. 

Mr. Latimer. All of those, with very few exceptions, all of those 
96 operate either in one State or another, so they are in our terri- 
tory, sir. 

senator Carrotu. In other words, they have branch offices, do they 
not ? 

Mr. Latimer. Yes, sir. 

Senator Carroty. Then your principal competitor or competitors 
are other than the finance companies of these three major automo- 
tive industries ? 

Mr. Latimer. No, sir. 

Senator Carrot. That is what I want to find out. Who are your 
principal competitors# — 

Mr. Larter. Our principal competitors are General Motors Ac- 
ceptance Corp., CIT, and Commercial Credit. 

Senator Carrot. And what share of the business do they have? 
Do you have any idea about that ? 

Mr. Latimer. No, sir. 

Senator Carroiit. What I am really trying to find, Mr. Latimer, is 
the size of your business as related to these other finance companies, 
excluding the Big Three. 

Mr. Larimer. Well, we are rather small by any basis of compari- 
son with the Big Three. , 

Senator Carroty. Excluding them—forget about them now. 

Mr. Latrmer. Excluding them, we are still well down on the list; 
we are about 25th. 

Senator Carroti. In your own area, would you say, in those five 
Southeastern States? 

Mr. Latimer. Well, Senator, I mentioned these other companies 
that do operate there, of course. We have very strong banking opera- 
tions there throughout the Southeast that we <= with but, as 
far as finance company competition is concerned, the bigger companies 
are more generally our competitors throughout the area. 

We may find a spot, say, in Tampa, Fla., where an individual com- 

any, which has an office, and even though the company may be 
arger than ours, they would-be our principal competition in a given 
area, because of the outstanding penetration that a given person has 
established himself better in that area. 

Senator Carroti. I was thinking of a relationship in your state- 
ment that $50 million 

Mr. Latimer. Well, I could probably break that down to some such 
figure that might result in these estimates, if you would have them. 

Senator Carrott. And also, again for the record, in the South- 
eastern area, in those five States, how big does your company stack 
up? Are you 5th or 6th or 7th, in your opinion ? 

Mr. Latimer. Well, are you speaking 
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Senator Carroxu. In the volume of business in those areas? 

Mr. Latimer. Are you speaking of companies that are native 
domesticated companies in those areas? 

Senator Carrot. Or national companies. I am thinking in terms 
of the volume of business. 

Mr. Latimer. I think the same figures, Senator, would exist be. 
cause it would still be the same because of the fact that even the 294 
size company may have an office somewhere in the Southeast, and 
T am still competing with them. 

Senator Carrot. I understand that. 

Mr, Latimer. Yes, sir. 

Senator Carroit. But I am thinking of the volume of busines 
in that area. This is what I am getting at, no matter whether they 
are national or local. 

Mr. Latimer. Senator, I have no way to answer your question, 
We do the best we can to get all the good sound business we can, 
We have plenty of difficulty. 

Senator Carroti. The reason I ask, Mr. Latimer—— 

Mr. Latimer. Yes, sir. 

Senator Carrott (continuing). You say, “It is my opinion that 
the ‘builtin’ interlocking controls of GMAC by General Motors pre- 
vented our company’s volume of business from fluctuating on a scale 
commensurate with the national automobile sales figure. Thus, inde- 

ndent finance companies such as ours were competing more fiercely 
por the smaller percent of the new car business that was available.” 

The reason I ask these questions, Mr. Latimer, is this: Let us as- 
sume that the Congress has accepted the philosophy contained in your 
statement—the provisions of the bill that is before us—and we pro- 
hibited the automobile industry from financing its product. 

What effect would that have on your business, percentagewise, if 
you now get up to 11 percent after taxes? Suppose you got more 
of the business. Would it help the purchaser of an automobile! 
Would he get a lower interest rate? 

Mr. Latimer. I do not think that it would necessarily increase the 
Se of the earnings that we would reflect on our own capital 

cause we would have to put in more capital to handle more busi- 
ness, and there is no estimate that I could make to tell you that it 
would improve our earnings percentagewise; dollarwise, yes, if we 
handle more volume, but percentagewise, no. 

But my statement there, Senator, with respect to national sales 
figures is somewhat supported over here by the chart that I presented 
because, as I say, we are competing, as a result of this situation, we 
are competing for 52 percent of the new car business that is left. 

Senator Carrotu. In the fierce competition of which you speak— 
this is really my point—is this competition of such a nature that it 
parinite the purchaser of automobiles to get a more favorable interest 
rate ¢ 

Mr. Latimer. I must say yes. I do not present any statistics here, 
but competition, Senator, always results in—a fair and uncontrolled 
and unsuppressed competition always results in—a better deal for 
the ultimate consumer. 

Senator Carroiti. Then if that is true—this is as I understood the 
purpose of Senator Wiley’s question—then we must consider the effect 
upon the consumer, the purchaser. 
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If, conversely, would the borrower pay more for his loan ? 

Mr. Latimer. Well, if 

Senator Carrot. If this competition, this fierce competition, were 

oved. 
we Latimer. He is getting an awfully good deal today. It would 
not cost him any more. 

Senator Carrotu. You do not think it would cost him any more—— 

Mr. Latimer. No, sir. 

Senator Carroui (continuing). To remove this company from the 
field of financing ? 

Mr, Latimer. No, sir. 

Senator Carrotu. Thank you very much, Mr. Latimer. 

Senator Hart. 

Senator Harr. Mr. Latimer, you show that 7.8 percent of your 
wholesale paper, covers GM loans. 

Mr. Latimer. New cars. 

Senator Harr. Yes. 

Mr. Latimer. Yes. 

Senator Harr. I would be curious as to how you manage to obtain 
that. Your emphasis has been all the other way. I would like to ask 
Lb how you get almost 8 percent of your volume on General Motors 

ucts. 
: Mr. Latimer. Senator, I would say that all but approximately 2 
rcent of that is new General Motors cars, floor plan for used car 
aties, and I cannot support the statement with facts and figures. I 
did not bring them here. But I would say that out of the 7.82 per- 
cent, that approximately 2 percent of that wholesale was extended to 
franchised General Motors dealers. 

Senator Harr. How do you get the 2 percent ? 

Mr. Latimer. Well, it usually comes about as a disgruntled situ- 
ation, and maybe there is bad repossession experience that the dealer 
had with General Motors Acceptance Corp., and facts like that. 

Senator Harr. Is it fair to say that 2 percent, at least, are free to 
do what they want? 

Mr. Latimer. I do not believe I 

Senator Harr. Let me put it this way: You have found no impedi- 
ment in dealing with that 2 percent; is that correct or not? You man- 
aged to generate that much business out of the General Motors deal- 
ey notwithstanding the, I assume, standing offer of GMAC to finance 
it? 

Mr. Latimer. I am not sure that they would have financed all of it. 
There are many of those who have gone without the specialized service 
of asmaller company and a direct relationshi 

Senator Harr. That is what I think I was really curious about— 
what explanation those General Motors dealers made to you as to 
why you were handling their business. 

Mr. Latimer. Better collection service. 

Senator Carrott. What was that? 

Senator Harr. Better collection services. 

Mr. Latrmer. In cases such as this where we maybe enjoy the small 
2 percent, the result of what we are told is better collection service on 
the customer paper that we have acquired from the dealer. 

Senator Carroti. Senator Hart, will you yield on that point. 
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Will you explain for the record, Mr. Latimer, why you had diff. 
culty getting hess loans from General Motors dealers? I think we 
ought to have some reason, if you can supply it. Why would they not 
rather deal with you than GMAC, for example, and what pressures, 
if any, were put upon them, if you know? 

Mr. Latimer. Senator, under the terms of the consent decree which 
sets forth the procedures that a small finance company such as ours 
and a dealer must go through to obtain the privilege of paying for 
General Motors automobiles when they come off the once line, 
it is a great deal of difficulty to get these forms filled out, and they 
are all in here, the forms which must be filled out and processed to 
get that privilege. 

In addition to that, a company, a small company such as ours, must 
provide the manufacturer with a letter of credit which is costly on the 
part of the smaller companies such as ours, but which we are only too 
glad to do to get the business, because we have to do that with all 
manufacturers, but it is troublesome. But it is a factor that has to be 
reckoned with, and all of this trouble and all of these forms, and go 
forth, that must be executed to accomplish that, sometimes, with al] 
the paperwork, is actually a roadblock. 

Senator Carrotu. Senator Hart, I did not mean to interrupt your 
interrogation. Proceed. 

Senator Harr. Your statement, as I recall it, states you are in the 
finance business. I am not clear whether that automatically means 
that you insure or not. Does it? Is there an insurance business that 
is separate and apart from yours, or do you handle insurance on these 
cars ¢ 

Mr. Latimer. We have an affiliated insurance company licensed to 
do business in five States in which we operate. 

Senator Harr. We are to understand that when you talk about 
financing automobiles, you mean insuring them as well; is that not 
the general trade understanding ? 

Mr. Latimer. We would like to insure them. It is available. 

Senator Harr. Let me ask this: In the business reflected by this 
chart which is attached to your statement, and with specific reference 
to the 7.82 percent shown as applicable to General Motors products; 
did you insure those cars, or was insurance placed by you on those 
cars ? 

Mr. Latimer. If they developed into retail contracts, it would be 
an estimate to say that our insurance company issued policies on 
approximately 75 percent of them. 

Senator Harr. Thank you, Mr. Chairman. 

Senator Witey. May I ask a question ? 

Senator Carroiy. Surely. 

Senator Wirrxy. You were organized in 1919, and in 1938 Ford and 
Chrysler divested themselves of their finance companies. They got 
out of the business, in other words. 

How much of their business did you get? Did you see any spr 

Mr. Latimer. No, sir; because we had probably about the tough- 
est 

Senator Witry. You had what? 

Mr. Larmer. We had about the toughest automobile year in 19381 
have ever seen. You could not parallel it with any court action there, 
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ou had a very unpalatable year of experience in 1938 from 
Ss reposncanion standpoint and low sales. We could not determine 


immediate picku ause of economic conditions. , 
“4 pater Wuey. If GMAC gets out now, what do you think will 
happen ? 


Mr. Latumer. I think we would have a pickup; yes, sir. 

Senator Witey. Are you in a position financially to handle it? 

Mr. Larter. I think we could get in that position, sir. 

Senator Witey. I think that is all, Mr. Chairman. 

Senator Carrot. Mr. Latimer, just one or two more questions. 

The thought occurs to me, if I understand this procedure, actually 
you largely have to deal with the borrower, the purchaser of a car, do 
you not, when you finance : 

Mr. Latrrr. No, sir. We acquire the business that I am talking 
about; we acquire on a discount basis from a dealer. 

Senator CarroLtu. From a dealer? 

Mr. Larimer. Yes, sir. 

Senator CarroLu. But in large part, then, the General Motors 
dealer deals primarily with GMAC. 

Mr. Latimer. Yes, sir. 

Senator Carrotu. And this is true with Ford and this is true with 
Chrysler ; is that not so 

Mr. Latrmer. No, sir. 

Senator Carroty. At the time that Senator Wiley was speaking 
about. 

GMAC now deals largely with the dealers? 

Mr. Latimer. Yes, sir. 

Senator Carrot. And what you are saying, as I understand it, your 
company is getting what percent of the business ? 

Mr. Latrmer. I said my figures showed that we were only able to 
get 7.82 percent of our wholesale floor plan accommodations with 
General Motors new cars. 

Senator Carrot. Mr. McHugh, would like to put a few questions. 

Mr. McHvueu. Mr. Latimer, in answer to Senator Carroll’s ques- 
tions concerning the difficulties you have been having in obtaining 
General Motors business, you pointed to the cumbersome forms which 
you are required to prepare. This is in connection with your obtain- 
ing General Motors wholesale finance business ? 

Mr. Latter. Yes. 

Mr. McHuen. Do you have similar difficulties when you are seeking 
to obtain wholesale finance business involving Chrysler and Ford 
products ? 

; Mr. Latimer. Yes; we have to prepare some forms, to a lesser 
{r. McHvueu. To a lesser degree? 

Mr. Latimer. Yes. 

Mr. McHven. Is there a difference in the time that is involved in 
completing these paper arrangements? 

r. Latrwer. Nothing other than the paperwork. 
Mr. McHvaeu. Is it done faster in the case of the business you have 


with Ford and Chrysler products than where you do have General 
Motors business ? 


Mr. Latimer. Yes. 


41063593 
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Mr. McHvueu. Will you tell the committee what difficulties, specif. 
cally, you have had where you have attempted to obtain any retgjj 
finance business involving General Motors products ? 

Mr. Latimer. We are always attempting to obtain retail busin 
and we have the normal competitive problem of the close relationship 
which exists to overcome. 

Mr. McHvueu. Did the General Motors dealers ever tell you that! 

Mr. Latimer. Oh, yes. 

Mr. McHveu. They explained to you 

Mr. Larimer. They are doing business with GMAC and they ap 
going to continue as a matter of inventory and a whole lot of other 
factors that enter into the picture. 

Mr. McHueu. Have any of these dealers ever indicated to you that 
they get any special benefits as a result of placing their business with 
GMAC? 

Mr. Latimer. Well, it goes deeper than that, sir. It is a matter of 
a relationship that has to do with it. He either got too many cars or 
too few cars, and he wants to keep a balance, and he has the feeling 
that the maintenance of inventories depends on his factory relation. 
ships. 

Mr. McHven. Have any of these dealers ever actually said to you 
that one reason they do business with GMAC is because they are con. 
cerned about keeping their inventory position in the best. possible 
status ? 

Mr. Latimer. Oh, yes; but I haven’t got it in writing. 

Mr. McHveu. But you have been teld that ? 

Mr. Latimer. Oh, yes. 

Mr. McHveu. Orally by General Motors dealers? 

Mr. Latimer. Yes. 

Mr. McHvueu. You made the statement, Mr. Latimer, that General 
Motors is in a position to obtain its money in desired quantities at 
lower costs because of its parent company relationship. 

Do you know whether or not General Motors or GMAC does obtain 
its money at lower cost than other finance companies ? 

Mr. Latimer. I have seen a great number of public offerings of 
long-term obligations issued by the General Motors Acceptance Corp, 
at lower costs than I have been able to obtain the money. 

Mr. McHveu. Will you explain to the committee just what the dif- 
ference in the cost of money to General Motors Acceptance Corp. isas 
compared with yourself ? 

Mr. Latimer. There are a number of factors insofar as money costs 
are concerned. You must consider the manner in which you obtain 
the money. Do you obtain it from an insurance company, or do you 
obtain it from the public, or do you obtain it from a commercial bank! 

A good portion of the money that is used by a firm such ss 
General Motors Acceptance —e is obtained from the sale of their 
open market paper, from the sale of long-term obligations to insur 
ance companies, and some to the public. And, of course, the spread 
will be in relation to the going rate at the time because, as you well 
know, rates tend to go up and down depending on various conditions 
that affect the money market. 

But they have always had an advantage there with relation tos 
company like ours, of anywhere from a half to three-quarters of | 
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reent on certain issues, and maybe a quarter to a half of 1 percent 
on other issues, other types of borrowings. _ 

Mr. McHvueu. Could you cite any speetfic case that you know of ! 
You have mentioned examining some of GMAC’s borrowing prac- 
tices. Do you recall the cost of GMAC there, the fact it was lower 
than the cost of money to you? ; 

Mr. Larrmmer. We could cite the commercial paper rates quoted in 
the various newspapers every day, or you could cite the most recent 
sale of their long-term obligations, but I can’t document it right at 

is moment. ‘ : ‘ 
OT ‘an tell you is that they are lower. I didn’t bring any evi- 
dence to support the statement, but itisthere. | 

Mr. MoHucu. Mr. Latimer, do you have any information concern- 
ing the borrowing ratio of GMAC, the ratio of its ability to borrow 
to its equity as compared with yourself? 

Mr. Larmmer. Yes, I have knowledge of that, and I think I would 
have to—we could support it with some figures. 

It will be put in the record later I am told by my friend here. 

Mr. McHvucu. There are other witnesses who will testify on this 

oint ¢ 

Mr. Latrmer. Yes. 

Mr. McHwuen. One other question : 

Could you tell the committee what type of commission arrange- 
ment you have with dealers in connection with your retail financing 
paper ‘ i oo 

Mr. Larrmer. Sir, that depends upon the contingent liability that 
the dealer assumes at the time that the — is acquired. 

We acquire a piece of business on the basis that the dealer has 
sold the automobile; he has prepared the contract and he holds it for 
sale, and I negotiate with him for the purchase of the piece of paper 
on a discount basis. 

Now, anything that he may obtain out of the sale of that piece of 
paper on a contingent basis would be based on his responsibility to 
repurchase the automobile in the event that it is repossessed, or 
whether we are protecting him from conversion, confiscation, or such 
hazards that are prevalent in this business, and honestly, it would be 
difficult to say just exactly what the overall basis would be because 
it isa trading arrangement that you must engage in on a daily basis 
to some extent. 

There are patterns that are set, but they are deviated from because 
of wide fluctuation in rates and plans and policies and protection and 
liability. 

Mr. McHucu. Mr. Latimer, would you happen to have any infor- 
mation you can furnish this committee concerning the difference be- 
tween the kinds of purchases at discount that you make with non- 
General Motors dealers, as compared with the kind of arrangements 
which General Motors Acceptance Corp. has with General Motors 
dealers ? 

Mr. Latrmer. I am not sure I understand that question. 

Mr. McHvcu. I am wondering if you can tell the committee any- 
thing about the kind of commission arrangements, the amount of 
money made by dealers when they are doing business with a small 
finance corporation, any such as yourself, as compared with the kind 
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of commissions obtained by General Motors dealers when they dp 
business with GMAC? 
Mr. Latruer. I would say, I think that the same conditions that] 


stated a few moments ago would prevail, and I think that the result 


would be about the same. 

Senator Carrot... Senator Hart, do you have another question! 

Senator Harr. In answer to a question of mine, you said that in the 
case of this very small percentage of your business that you get on G¥ 
products, that you believed that it was because you offered better gg}. 
lection facilities. You fight harder to get more GM business, [I gg. 
sume that is true. 

Mr. Latimer. Yes, sir. We fight for all, as I said earlier in my 
statement, we fight to get all the good, sound business we can. 

Senator Harr. And have you enumerated, in response to Mr. Me. 
Hugh’s questions, all of the reasons that you can remember having 
been given you by GM dealers who reject your service ? 

Mr. Latimer. No, sir; I don’t think so. 

Senator Harr. Tell us if there are any other reasons that have beep 
given you when you sought business from General Motors dealers for 
their refusal or declination. I think you said that basically it was the 
ae of inventory and factory relationship. What other reasons 
nave been assigned ? 

I don’t want to be repetitive, but I want to make sure we get all of 
the reasons so far as you can remember them that have ever been given 
you as a basis for refusing. 

Mr. Latrmer. No; I think those would constitute the principal rea. 
sons, that of inventory and factory relations would be the principal 
reasons. 

Senator Harr. And the better collection service provided in the cass 
of the relatively small percentage of your GM business was apparently 
enough to offset this inventory and factory relationship ? 


Mr. Latimer. Yes. | 


Senator Carrot. Mr. McHugh has another question. 

Mr. McHveun. Mr. Latimer, I think you have already covered this | 
subject, but for the record, do I understand that you are in favor of 
that provision in the bill which would keep the automobile manufac 
turers out of, or prevent them from entering, the wholesale financing 
business ? 

Mr. Latimer. Mr. McHugh, I am not—I have read the bill, but! 
am nolawyer. I don’t know how to interpret them. 

My statement was that we urge, or I and my company urge, the 
passage of legislation that will prevent and prohibit the existence of 
manufacturer-owned finance companies. 

Mr. McHveu. Finance companies that were engaged in both whole- 
sale as well as retail financing? 

Mr. Latimer. Yes. But there is a clause in the bill I don’t under- 
stand about the payment for cars shipped, but that is beside the point 
as far as I am concerned. 

The passage of legislation that will prevent the existence of mant- 
facturer-owned finance companies states my purpose. 

Senator Carroiu. Senator Wiley. 

Senator Wizer. Mr. Chairman, I think this is a very fair witness. 

Mr. Latimer. Thank you, sir. 
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senator Witey. I just want to ask one other question. 

What advantage is there for the automobile dealer to do business 
with General Motors? I would like to find out what you interpret 
the advantage to be, because you mentioned few disadvantages when 

ou discussed how it affected your business. 

Now, let us find out how it affects the people who deal with Gen- 
eral Motors. What advantage is there to them? 

Mr. Latimer. Senator, they have the advantage of a direct rela- 
tionship, first, that doesn’t exist with a Ford franchise dealer, a 
Chrysler products franchise dealer, or any other franchise dealer. 
They have the advantage of having a finance company connection that 
is interested in sales first, interested in et sales, and when, as I 
tried to point out in my statement, when you have the basic premise 
of the sales factor overriding the credit factor, you have a situation 
that is not good from a competitive standpoint that we say, Senator, 
the advantage that stems from the interest in sales alone is of some 
benefit to the selling dealer, tremendous benefit, and as I have said, 
the contingent liability which he must assume generally under such a 

attern can react against him over a long period of time with the ups 
and downs in this automobile economy that we are experiencing from 
time to time. 

Senator Wier. Then there is considerable advantage to the dealer 
as well as to the distributor in having this organization that is avail- 
able to finance its needs ? 

Mr. Latimer. Right; in the family. 

Senator Witey. What? 

Mr. Later. In the family; right in the family. 

Senator Wizey. Is that one reason why Ford has been thinking seri- 
ously of getting back into the finance business ? 

Mr. Latimer. You are asking me, sir? 

Senator Wier. Yes. 

Mr. Latimer. I should think that that may stimulate their thinking 
in that direction. 

Senator Wier. That is all. 

Senator Carroty. Mr. Latimer, I don’t know whether you have tes- 
tified to this or not: What percentage of your business is based on 
Ford and Chrysler sales? Do you have any figures on that? Have 
you testified as to that. 

Mr. Later. No, sir, I have not. I would have to break that col- 
umn there that you have of 92.18 percent. 

Senator Carroty. Could you give it to me, approximately ? 

Mr. Latrmer. Yes, sir, approximately 32.5 percent Ford; approxi- 
mately 32.5 percent Chrysler products, and the remainder would be in 
other makes and foreign cars, as well. 

Senator Carrott. American Motors, for example. 

Mr, Latimer. Yes, sir, and I am talking about new cars, Senator. 

Senator Carrot. Yes. 

Mr. Latrmer. New car wholesale, that is. 

Senator Carroty. So if Ford and Chrysler should now attempt to 
reenter this field in the same way as GMAC is in it, this would have 
& very serious effect upon these independent financial companies, 
would it not ? 
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Mr. Latimer. Yes. We would be exposed to that loss of business 

Senator Carroxy. If you were exposed to that loss of business, what 
would it mean to your company and other companies that are similarly 
situated ? 

Mr. Latimer. I think it would be detrimental. 

Senator Carrotit. How much so? 

Mr. Latimer. Well, down to 7.82 percent is about the best I cap 
answer that, Senator. 

Senator Carrot. It seems to me that there is not only the question 
in this bill of whether to divest GM from GMAC, but also what the 
future may hold for the other companies in this field. 

If I heard you correctly, you said you lost 32.5 percent of your 
business ? 

Mr. Latimer. From 32.5 percent to 7.2 percent, in that bracket; 
from 32.5 in the Chrysler bracket to 7 percent. 

Senator Wirry. Is that wholesale or retail ? 

Mr. Latimer. That is wholesale, but that is the source of your 
retail. 

Senator Wirry. What about retail? Are you in the retail bugi- 
ness ¢ 

Mr. Latimer. I think the percentage would follow. 

Senator Witey. What is that? 

Mr. Latimer. The same percentage would carry over into retail, 
sir. 
Senator Carrotu. For the record, can you give us some general 
idea what this may do to you? I think you have testified that you 
will have a net income after taxes of some 10.5 to 11 percent. Do 
you have any idea what may happen if you were to lose this business 
you have just testified to? What would be your income? 

Mr. Latrwer. Well, I believe we would have to find some other 
source of investment of funds. 

Senator Carrouu. So really then, if I understand correctly, and this 
was not brought out in the hearing until just now, therefore if Ford 
and Chrylser move into this field in this fashion, do you consider 
that a serious economic and financial threat to your business? 

Mr. Latrmer. Extremely so, Senator, extremely so. 

Senator Carrot. I am amazed that there has been no emphasis on 
this point. While we are speaking, of course, to the issue which is 
germane in the bills before us, this is why I pressed you rather 
severely at first, because I could see that GMAC is in a favorable 
position in low-cost operations and parent company relationships, 
because of their acquisition expense, and because they enjoy this clos 
relationship. 

Mr. Latimer. Yes, sir. 

Senator Carroiy. But it seemed to me that the consumer might get 
some benefit, and I think you testified that he would. 

This leaves another economic factor, whether or not this type of 
operation is a sound economic operation based on normal credit 
principles. You say that it is not. I can understand that. That 
1s an economic question. 

Mr. Latimer. Yes. 

Senator Carrot... But this new question that you pose is some 
thing that Mr. McHugh and the committee ought to look into very 
carefully as these bills are considered. 
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Mr. Peck, do you desire to put a question? I don’t want to shut 
you off, Mr. Latimer. If you want to make a comment on my state- 
jeent, now is the time to do it, while the record is before you. It is 
very fortunate for us to have a man like yourself tell us about his 
pusiness. I do not think you had quite finished your statement. 
Did you say there was some pressure on you? Was any threat put 
to you 4 ; é 

Mr. Latrer. No, sir. I rather felt, Senator, that it was obvious 
from the figures. I apologize. I thought that I had made the point 
in the record. 

Senator Carrot. You did not say that there was any threat. I 
mean it was implicit, not a threat, but at least a caution, a warning. 
Was there any indication that you might receive more favorable 
treatment if you did not come here? 

Mr. Latimer. No, sir. 

Senator Carrott. Now you may put a question, Mr. Peck. 

Mr. Peck. Thank you, Mr. Chairman. 

Mr. Latimer, you testified that your three principal competitors 
were GMAC, CIT, and the Commercial Credit Co., is that correct? 

Mr, Latter. Yes, sir. 

Mr. Peck. Is it true, sir, that the CIT and Commercial Credit Co. 
are independent finance companies, and are not owned by any auto- 
mobile producer ? 

Mr. Lattmer. Yes, that is my understanding. 

Mr. Peck. They are fairly well known, sir, as rather large com- 
panies. I note that on page 1 of your prepared statement you men- 
tion that there are three advantages which a producer-owned finance 
company has, the first two of which are that it can get its capital at 
a lower cost, and also it can get its business at a lower cost. 

Would you say, sir, that those same two advantages are held by 
CIT and Commercial Credit Co. as well as by GMAC? 

Mr. Latimer. No, sir. 

Mr. Peck. Not to the same extent? 

Mr. Latimer. No, sir. 

Mr. Peck. Are they held to some—— 

Mr. Latimer. Let me say that there is a very distinct advantage 
which Commercial and CIT do not have in respect to the money, and 
that is the tremendous bank deposit power of the General Motors 
Corp. itself. 

Mr. Peck. But are the advantages of lower cost money and lower 
cost acquisition of business held by CIT and Commercial Credit to 
some extent ? 

Mr. Latimer. Their name permits them to enjoy a comparable rate 
in the open market to General Motors Acceptance Corp., their his- 
torical standing in the financial center having captured the advantage 
there from a rate standpoint for them. 

But they have no entree into the dealer business which gives them 
necessarily the advantage I think I mentioned there as acquisition 
advantage, because the General Motors-GMAC relationship elimi- 
nates the acquisition cost. advantage I mentioned of development, 
constant calls, and solicitation of business. 

_Mr. Peck. But then at any rate the first reason, sir—the low cost 
of money—that advantage is held to some extent by the other larger 
finance companies more than you have it ? 
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Mr. Latimer. Yes, but I still maintain that General Motors Acce 
ance Corp. enjoys the benefit of the financial status which Genera 
Motors, its parent corporation, has throughout the country with the 
tremendous deposits in banks at various places. 

Mr. Prcx. My only point, sir, is to determine whether or not this 
advantage of low-cost money applies exclusively to producer-owned 
finance companies, or just to larger finance companies as such? 
Mr. Latimer. It applies more advantageously to manufacturer. 
owned finance companies. 

Mr. Peck. But these two bills, sir, S. 838 and S. 839, specifically 
relate to producer-owned finance companies, and therefore at least 
to some extent your first advantage is not directed specifically to 
this proposed legislation. Is that correct, sir? 

I say that inasmuch as the bills are directed only toward the hold. 
ing of finance companies by producer companies, the first advan 
which you list here is not directed particularly toward these bi 
but merely includes the larger finance companies along with it. 

Mr. Latrmer. No. That is what I was trying to get clear, that that 

particular advantage of the manufacturer-owned finance company jg 
greater than the independent, even though it does have the financial 
standing that we have mentioned about a minute ago with CIT and 
Commercial Credit Company. 
It has the advantage of the financial power of a name like General 
Motors, and so would Ford have the name of Ford Motor Company 
back of it, its vast cash resource position, and as a result there is ap 
opportunity for a better leverage or a better pyramid of capital that 
comes into the picture. 

So my statement still applies more advantageously with respect to, 
No. 1, toward the manufacturer-owned finance company. 

Mr. Pecx. But CIT and Commercial Credit Corporation at the 
present time do receive better loan rates than you do? 

Mr. Latrmer. Yes. 

Mr. Precx. They do? 

Mr. Latimer. Yes. 

Mr. Pecx. Thank you very much, sir. 

Senator Carroti. Mr. Latimer, there is another question. 


In answer to your question, Mr. Latimer indicated that if Ford 

and Chrysler would enter the financing field, they would lose a big 

portion of their 32 percent of the Chrysler and Ford cars, is that 

correct ? 

Mr. Latrmer. That is correct. 

Mr. Cuumerts. But when Senator Wiley asked you a question, 

you indicated that in 1938 when Chrysler and Ford went out of the 

market, you picked up a little of the financing. There seems to an 

inconsistency, therefore. 

Mr. Latimer. Well, it is an obvious inconsistency that I attempted 

to explain on the basis of the economic situation that existed in 1938 

when we were in the throes of a recession that hit the automobile 

business harder than any other period of a recession that I have 

known about. 

: oo Cuoumeris. But wouldn’t that apply to the whole financing 
e 


Mr. Cuumpris. I just wanted to bring up one thing, Mr. Chairman, 
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If it was ‘one on you, it would be tough on the rest also. Some- 
body had to pick that up. ; 

Me Latimer. I think that I possibly did not go far enough to say 
that that is how we got the 32 percent, as a matter of fact. 

Mr. Cuumepris. But what was your percentage prior to 1938? How 
much of the market did you have of General Motors, how much finan- 
cing did you do with Ford, how much financing with Chrysler and 
how much financing with the other makes of cars and trucks or what- 
ever you financed ? 

Mr. Larimer. I think that I could furnish that information, but I 
would hesitate to estimate that at the moment as to being what it is. 

Mr. Cuumeris. I might be pertinent to show, if this law does go 
into effect, the impact it will have on your particular business. __ 

Mr. Latimer. If the committee so directs, I will attempt to furnish 
any information that you direct me to. ’ 

nator CarroLL. We don’t want you to go far back to make statis- 
tical research on this point, but I think the point is a good one for 
our own record. 

I think the question that has been asked—how will this affect your 
business, if this becomes law, with reference to Ford and Chrysler— 
and any background material that you can furnish, would be very 
helpful not only to your testimony but it would be helpful to the 
committee. 

Mr. Latimer, I think you very much. You have been very helpful 
to this committee. 

Mr. Lattmer. Senator, may I say that we are fully aware of the 
impact that the formation of additional manufacture-owned auto- 
mobile finance companies would have on our business, and we know 
that it would be serious and cause us to either have to invest our 
funds in another direction, which we are not experienced with, or we 
would have to just go out of business. 

Senator Carrouu. I think that is very clear now for the record. 
Thank you, Mr. Latimer. 

With the indulgence of the committee members here, Senator Wiley 
and Senator Hart, we have another witness, Mr. Browder. 

About how long will your testimony take, Mr. Browder? 

Mr. Browper. Your Honor, I would say about 10 minutes. I will 
maser happy to testify later. I have to take a plane about 3:40 to 

anta. 


Senator Carroiy. Senator Wiley, I was under the impression that 
you _— like to hear this witness, or do you want to come back 
at 2 

Senator Witry. I have another committee meeting at 2. 

Mr. Browner. I will speed through it, Senator. 

Senator Carroty. All right, Mr. Browder, will you please go ahead. 


STATEMENT OF JOHN C. BROWDER, BELL-BROWDER CO., 
SPRINGFIELD, TENN. 


Mr. Browper. Mr. Chairman and members of this distinguished 

y, 1 am very honored to be invited before you. I appreciate the 
opportunity, and if you will bear with me, I will hurry through. 

irst, automobile dealers and certain finance companies are defi- 
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nitely controlling business, nationwide. Clearly this is a huge mo. 
nopoly, and this, I think, is very unfair competition, as all of the 
business is controlled. 

Second, new cars can be financed as long as 36 months or 3 fyjj 


years. Used care for 24 months or 2 years. By the time the jp. | 


surance policies of the finance companies and their respective dealers, 
sold the purchasers, have expired and the car owner places his cover. 
age with his individual or respective agent, the car is generally more 
or less shot, and the insuring company prefers not to write them, or 
the party trades for a new job, and starts the program all over again, 

In my humble opinion, that is a vicious cycle. 

Senator Carrot. May I interrupt just a moment, please? May we 
have your name for the record ? 

Mr. Browper. John C. Browder. 

Senator Carroti. And your company ? 

Mr. Browpver. General Insurance. I represent 12 companies, 

Senator Carroti. And where is your home office ? 

Mr. Browper. Springfield, Tenn. 

Senator Carroti. And where are you from, sir? 

Mr. Browper. I am a native Kentuckian, but I am an adopted 
Tennessean, sir. 

Senator Carrott. From the same city ? 

Mr. Browner. I have been in the general insurance business in 
small town of 10,000 population for 36 years. 

Senator Carroii. Will you just pick up where you were? 

Mr. Browper. Thank you. Please permit me to cite you just one 
case. 

In our little city, the day before I departed for Washington, a com- 
petitor of mine lost a $240 GMAC financed automobile premium. 

Third, one of the worst features of the present program is that 
the average layman thinks he has all forms of insurance on his car, 
having been told he was fully covered, until he discovers otherwise 
after a wreck occurs. 

The dealers and finance companies are only interested in protecting 
their equity and insure the cars only against comprehensive, fire, theft, 
and physical damage, which of course is collision, and not public 
liability, and property damage. 

True, they are required to stamp, in red ink, on the face of their 
respecive policy contracts the coverage which applies, but many mis- 
interpret it. We have seen numerous cases where this has occurred, 
and too, some attorneys told me at Springfield recently that they have 
had several cases come up where they thought they had BI and PD. 

This is serious. As a result, we agents whose sole livelihood is the 
writing of various forms of insurance get the dregs, while the huge 
finance companies and their respective car dealers secure the bulk 
of the cream. 

Now, here is where it truly hurts. Losses are much worse on the 
class that we have to underwrite. It has become so serious, gentle- 
men, that many of the companies (insuring companies) are either 
pulling out of the agencies or tightening their underwriting policies 
to such an extent that we are forced to decline quite a volume of in- 
surance business. 

Mr. Chairman, may I deviate momentarily here to come around 
to the fact of what it is on this home finance, Federal finance, that is 
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backing up on us independent agents due to the fact that we are not 
tting the volume to counteract the losses on used automobiles, 
nd Hart. 4 ' . f 

If you will bear with me, I will deeply appreciate it, gentlemen. 

I will cite the Federal loan associations, more or less originally 
financed by the Government, what they are doing to the individual 

ents. ; ‘ 

I make this request, gentlemen, in order that you on the committee 
may see how this affects the insurance underwriting in general. 

These concerns get the first shot at the business, and in most cases 

rmission from the proposed borrower to write his or her insurance 
along with the loan, pointing out that one-twelfth of the insurance 
premium and taxes will be put in escrow monthly, so they, the loan 
company, can pay the premium taxes when due. 

Bear in mind, when a couple is seeking funds to construct their 
home, they are more or less vulnerable for such an attack, and will 

enerally agree to the deal. 

Now, I repeat : If we don’t get the cream of some of that business 
or the cream of the automobile business, the companies are going to 
quit the individual agents, and are doing it. What chance does an 
agent without such a hookup have ? tn 

‘By the time the agents learns the house is going to be built, in- 
surance is long gone. Now, what is left for us to insure? Mainly old 
houses, small rental ones which the various insurance companies pre- 
fer not to write. 

Perhaps you know that all insurance companies are now insisting 
that we write 80 percent of the value on all insurable properties. 

Picture yourself, gentlemen, as an agent trying to get an ignorant, 
misinformed person to carry full value on a small home when it is 
dificult indeed to get him to pay the small premium on his original 
coverage. As times get hard, some either reduce the insurance, both 
on their residence or their cars, or drop the coverage entirely. 

My files reveal that we have hundreds of small homes insured from 
$1,200 to $2,000 each. These premiums are so low that a minor loss 
wipes out any underwriting profit of the company. As a result, the 
companies in many cases are refusing to write such risks, and few 
have issued instructions that no agents shall write a dwelling or 
contents for less than $5,000. 

This is serious competition, and in my opinion, unless the indi- 
vidual insurance agents get some ef the more desirable and presently 
controlled business both on mortgaged homes and all finance business, 
God help the individual insurance agents of this Nation. 

Speaking of General Motors, I am reminded of what the former 
Secretary said. Didn’t Secretary Wilson say, “As General Motors 
goes, so goes the Nation” ? 


Senator Kefauver’s press release under date of February 23, 1959, 
said, and I quote: 


That, unless free and open competition is protected, America will become a 
land without promise for ambitious young people who prefer to go in business 
for themselves, instead of becoming a part of a corporation machine. 

Mr. Chairman and other gentlemen of this distinguished committee, 
I wish to thank you for inviting me to testify before your honorable 
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body, and I am indeed grateful for the opportunity you have give, | 
me and for your very kind invitation. | 

My colleagues and I pray that you will give these bills close ¢op. | 
sideration. | 

Thank you. 

Senator Carroty. Thank you very much, Mr. Browder, for coming | 
here today. Senator Kefauver, as you know, was called away, tf 
had to leave for Tennessee. I am sure he would have been ye 
happy to question you about these bills. Does any other member noy | 
desire to question? Senator Hart. 

Senator Harr. No. I think his statement is very clear. 

Senator Carroxy. I think Mr. McHugh would like to put som | 
questions. 

Mr. McHveu. Mr. Browder, do you know whether or not the State 
insurance laws deal with this problem of the tieup between auto. | 
mobile manufacturers or their finance companies and the insurance 
business ? 

Mr. Browpber. You mean permitted in Tennessee ? 

Mr. McHveu. Are there any laws in the insurance department or | 
any regulations that either permit it or prohibit it or deal with jt | 
in any way, to your knowledge? 

Mr. Browpver. Well, sir, I am not aware of it. 

Mr. McHveu. Do I understand from your testimony, Mr. Browder, 
that you are primarily concerned about the fact that the automobile 
dealers themselves are acting as agents in the placing of this insur. 
ance business and are obtaining a commission on it? 

Mr. Browper. I am primarily concerned with this bill 839 giving 
manufacturers the control of insurance. Mr. McHugh, you may bea 
friend of mine. You buy a car and personally I am not aware of it 
until it is all over with, by General Motors. It is a tremendous thing 
in our town. 

Senator Carroty. Let me interrupt if I may. What is the name 
of your firm again ? 

Mr. Browper. Bell-Browder Co. 

Senator Carroui. And how large is your firm and how many States | 
does it operatein? Or is it small? 

Mr. Browoper. It is a small country town agency, Senator, founded 
in February 1923, by Mr. Bell, my late partner, who died in 1933, and 
I purchased the estate’s interest in the agency. 

Senator Carroti. Over what and where do you operate? 

Mr. Browprer. Anywhere in Tennessee, but principally in my little 
county of Robertson, Tenn. I do possess a nonresidence license of 
Kentucky at a cost of $25 a year, that I pay at the capital, for the 
purpose of insuring property in Kentucky, but owned by residents of 
Tennessee. 

Senator Carrott. Do you handle much automobile loan business? 

Mr. Browper. None whatever, never have. Strictly fire, life, cas- 
ulty, and surety bonds. 

Genter CarrotL. What about automobile insurance business? Do 
you handle much of that? 

Mr. Browper. Sixty percent of my business. 

Senator Carrot. Who is your principal competitor in that area! 

Mr. Browper. General Motors and the Commerce Union Bank. 
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Senator Carrot. And if this bill were passed prohibiting General 
Motors from owning an insurance outlet in GMAC, what would it do to 

our business / ; ; 

Mr. Browver. I will have to answer that in this way. Now if the 
General Motors dealers in Springfield get a hookup to write it, it 
wouldn’t affect our business much, but if they didn’t, it would probably 
be 40 to 50 or 60 percent increase. datas 

Senator CARROLL. What isthe capitalization of your company ? 

Mr. Browpver. I am not incorporated. 

Senator CarroLL. Just a small company ? 

Mr. Browper. Yes, a one-agency one-man operation, and why I have 
been called up here I don’t know. 

Senator CarroLL. Do you think this would have an effect upon you? 
Supposing Ford and Chrysler got into the same business as General 
Motors. Would that hurt your business ¢ 

Mr. Browper. In reference to Ford, Mercury, and Lincoln, I should 
be fair about telling you this. The bank at home, of which my son-in- 
jaw is the head of that department in Nashville, 30 miles south of us, 
the Ford dealer there finances all of his paper on his Mercurys, Lin- 
colns, and Fords, both used and new cars, through the Commerce 
Union Bank, and the dealer told me just last week that he made $4,000 
to $5,000 a year commission on the control insurance. 

Of course I know that is not in this bill, but I think that will answer 
the question. Doesn’t it? 

Senator Carroti. If Ford came back into this field, I am asking 
what its effect would be on your business. Would it have any effect 
upon you at all? 

Mr. Browper. Definitely. 

Senator CarroLL. What about Chrysler? 

Mr. Browver. Definitely. One of our biggest dealers is Chrysler 
and Plymouth. 

Senator CarroLtt. Do you write considerable insurance for that 
dealer / 

Mr. Browper. Quite a little volume. 

Senator Carroti. Do you think then it may be desirable for you to 
come here to testify, after hearing the testimony this morning? Do 
you think you have an interest in this ¢ 

Mr. Browper. I certainly do. 

Senator Carrot. As a small insurance man inasmall town ? 

Mr. Browper. I certainly do on behalf of my colleagues. 

Senator Carroty. I wondered about your comment that you were 
wondering why you were called here to testify. 

Mr. Browper. Well, I have known Senator Estes for a long time. 
We have been friends, and I just wrote him a letter a couple of weeks 
ago complimenting him on this bill, when it was introduced, I believe 
on the 2d of February and sent my regards to Miss Nancy, his wife. 

We were at the Sugar Bow] together 2 years ago, and he just replied 
with a very courteous and nice letter and said “John, I am delighted 
that you are pleased over this bill, and my kindest regards to you and 
Margaret”, my wife. “I hope Nancy and I see you soon. Sincerely, 
your friend, Estes Kefauver.” 

Then in 2 days I get this letter, not a summons, but a request from 
an old football player over here, who by the way was an outstanding 
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football quarterback in Dixie, Rand Dixon. He has gone to Tenne 
with the Senator, but he was quite a quarterback at Vanderbilt, 

Senator Carroiu. Outside of those very pleasant sidelights, I an 
wondering what you can add to your own testimony. Do you think 
you have a stake inthis bill? That is what we want to know. 

Mr. Browper. Yes, sir. 

Senator Carrott. How much would it affect your business if Fon] 
and Chrysler come back into the auto financing business ? 

Mr. Browper. Back in it, you say ? 

Senator Carrott. Yes. How would it affect you, a small business. 
man in asmall town in Tennessee? 

Mr. Browpver. It would be pretty rough. It would paralyze ql] 
automobile business outside of the B.I. and property damage feature, 
It would paralyze it. 

Senator Carroiu. Are there any further questions? 

Senator Harr. If GMAC was foreclosed from this finance busines, 
you say that your other principal competitor is the bank at which 
your son 

Mr. Browper. My son-in-law. 

Senator Harr. Your son-in-law is a member. Presumably much 
of the financing then would run through the bank. Do you seng 
today that there is the same tendency in banks to direct insurance 
placement that you find true in GMAC, for example? 

Mr. Browper. On the contrary, I find it going the other way. Tle 
banks are beginning to see that it doesn’t pay off in the long ru, 
There are 16 of us small-town insurance agents in our little commun. 
ity. There is quite a bit of competition. 

Senator Carrotu. Does the fact that GMAC operates in your small 
town result in a lower interest rate, a better break to the borrower, 
the purchaser of an automobile ? 5 

Mr. Browper. I doubt that very much, Senator, from a case I heard 
of last week. 

Senator Carroii. What about the insurance rates? Would they go 
up or down insofar as the purchaser is concerned, if these large con- 
panies were excluded from the market ? 

Mr. Browpver. I am confident they would be reduced. I base it on 
this fact. 

As I pointed out in this statement awhile ago, we have to insur 
the dregs, the used cars, and what does a man or a woman do? They 
drop the collision. That isthe high premium. 

They take the small comprehensive, which also covers glass break- 
age; a $12 to $18 minimum premium. The companies are losing 
money on such. 

If they could get this volume of the larger finance premiums, 3-year 
financing, say, on a Chrysler, Imperial or Mercury and Fords, it 
stands to reason that they are going to get a tremendous volume in 
premiums from their respective agents, and it will be a profitable bus:- 
ness, and when that is done, the underwriters, the rating bureau will 
reduce the rates. 

Senator Carrotn. Senator Hart is going to preside this afternoon 
at 2 o'clock. IT understand Mr. Charles Whiteside is to be called, and 
will be introduced by Senator Fulbright. Then we have Mr. Steer, 
und Mr. Cassat. 
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I would like to make this suggestion. Senator O’Mahoney has a 
previous committee hearing. Senator Kefauver had to go to Ten- 
nessee. Senator Hart has a very important appointment before the 
Department of Defense, but has consented to chair the meeting this 
afternoon at 2 o’clock. So I would ask the witnesses if, rather than 
reading a prepared statement, they would present it for the record 
and then summarize their remarks if they will. The record will be 
carefully read by all members and they will be given ample opportu- 
nity to interrogate this afternoon. 

We are going to try and put through five witnesses in 2 hours, if 
we can, because Senator Hart has to leave promptly at 4 o’clock. We 
will stand in recess until 2 o’clock. 

(Thereupon, at 12: 45 p.m., the subcommittee recessed to reconvene 
at 2 p.m., of the same day. ) 


AFTERNOON SESSION 


Senator Harr. The hearing will be in order. 

As was indicated by Senator Carroll at the time of the recess at noon, 
Senator Kefauver unfortunately had to go to Tennessee, and in the 
unavoidable absence of the other members, at least temporarily, I 
shall act as the chairman. 

As was further indicated at our conclusion this morning, we have a 
number of witnesses who have been kind enough to respond, all of 
whom I know planned to testify today. 

It was suggested in order that we might make a complete record and 
yet accommodate the time problems of many of us, that the several 
statements of the einen We made a part of the record, in full, and 
the witness be invited to supplement or emphasize any feature of the 
statement he feels especially relevant. 

May I ask at the outset if there are any of those who intend to testify 
this afternoon who find that, without inconvenience—and I mean this 
literally, without inconvenience—would be able to come and testify 
tomorrow before the committee ? 

Another way of asking it is, did anyone intend to stay overnight? 
I guess that is a better way of putting it. I understand there are 
several. 

It would seem to me desirable, if at all possible, that we not merely 
file the statements, but rather hear and exchange ideas. 

We have, I am advised by the staff, a relatively light schedule 
tomorrow, which means that those who could stay over could, without 
any difficulty, be heard in full. 

Is that right? 

Mr. McHvucu. Yes; we can work them all in. 

Senator Harr. Without asking at the moment that we identify 
those who could, about how many think that they might be able to 
stay until tomorrow ? 

Of the record. 

(Discussion off the record.) 

Senator Harr. It is my understanding—and please correct me if 
this is not the case—that Mr. Jones and Mr. Whiteside both could 
come in tomorrow. 

Mr. Conway. If it will work better for you, I can stay over. 
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Senator Harr. I am sure youcan. So that we are reduced for this 
afternoon’s session, then, to Mr. Steere and Mr. Cassat. 

This being the case, there is no necessity for eliminating the fy}j 
reading of the statement. 

I understand that Mr. Cassat would prefer to proceed. 

Will you state your name and our occupation, Mr. Cassat ? 


STATEMENT OF DAVID B. CASSAT, PRESIDENT, INTERSTATE 
FINANCE CORP., DUBUQUE, IOWA 


Mr. Cassat. Mr. Chairman and gentlemen, I am David B. Cassat, | 


T am president of Interstate Finance Corp., with its home offices at 
Dubuque, Lowa. 

This company started 34 years ago the 1st of March with only the 
one office in Dubuque. It now has offices in five States. Two of the 
States have only loan offices. 


I testified before your committee in 1955, and I put in some of the | 


same sort of statistical material that you were asking for today from 
the previous witness, and I would like to testify first, sir, as the Chair. 
man of the Antimonopoly Committee of the American Finance Con- 
ference, and next as an independent finance operator. 

I was president of the American Finance Conference in 1936 when 
the original investigation of the finance companies and their factory 
affiliates began, and I have been interested in the “work out” of this 
ever since. 

You will remember that an intolerable situation was in existence 
in the late thirties when this investigation was begun by the Depart- 
ment of Justice. 

Chrysler and Commercial Credit had a contract between each other 
whereby Chrysler paid Commercial Credit 10 percent of their profits 
every year, and in return for that Chrysler coerced all their dealers 
to do business with Commercial Credit. 

Ford had sold his Universal Credit Co. to C.I.T., and as part of 
the deal he had agreed to coerce his dealers to give their business to 
C.LT. 

GMAC, on the third hand, was owned by General Motors, with 
all that that implies. 

The action of the Antitrust Division during the years from 1936 
to 1952 is a long story, and nothing that we want to go into here, 
except to just hit the high spots. 

These companies were all indicted by a grand jury in South Bend 
in 1938, and soon there were consent decrees approved and entered 
into by all of them except GM and GMAC. And I would like to 
say just a word about those consent. decrees. 

At that time, our Conference felt that they were entirely inade- 
quate, that they did not do the job, that they were not as complete and 
and as absolue as the law entitled us to have, and yet, because they 
did include divestiture, we agreed to go along, and over the period 
of the next 21 years we have achieved in the rest of this industry, by 
means of divestiture, a fairly stable, open, free competitive condition 
which does not exist in the General Motors business. 

We even call each other by our first names when we meet friends 
from C.L.T. now. We weren’t on good terms for a little while, but we 
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recognize the value of these men and always have, and I will say that 
we even have cooperation on many items of industry interest. 

Now, in General Motors the situation is exactly opposite. They beat 

the rap. They were convicted, and then when the Government started 
its civil case in 1940 in Chicago, they delayed that long enough for 
the war to begin, and then we had no case. There were no cars being 
manufactured, and who was going to spend his time during the war 
on that lawsuit? Nobody. We were all in one war, and we were all 
one people, and we only had one thing in mind, and that was to win 
hat war. 
Then after the war we had a situation develop here where there had 
been no cars manufactured for 4 years, and the result was that every 
dealer needed more cars than he could get. Rather than testify 
against coercion by his company, he was trying to coerce the company 
to give him more cars. He was willing to pay a little extra to the 
territory man under the table if necessary to get them. 

So, there wasn’t any case during those years from 1946 to 1950. 

Well, now, just think of the lawsuit that has languished in court 
without being tried for 10 years and the evidence dwindle away be- 
cause of a war and because of this situation, an entirely unnatural 
situation among the dealerships. 

So in 1952, ibe the previous Administration was coming to a close, 
they agreed to a consent decree. The reason being given in the con- 
sent decree as to avoid the time and trouble of a lawsuit. 

We objected to this consent decree with all our strength. We didn’t 
have very much. They entered the consent decree willy-nilly. So we 
could only wait until the results of the consent decree became apparent 
to make another attempt on this thing, and since 1952 they have 
become apparent, and because I am a great one to try to dig out the 
facts and try to base my opinions on the facts, I want to present to 
you gentlemen and to all the members of coe committee today some 
facts in regard to the flow of business in this industry since 1952. 

Senator Hart. I am sure the witness would not object on occasions 
to our interrupting, or any of the staff interrupting. 

Mr. Cassat. Not at all. 

Senator Hart. The study entitled, “A Study of General Motors 
Acceptance Corporation’s Position in the Automobile Installment 
Credit Industry,” tendered by the witness, will be made a part of the 
record. 

(The study referred to may be found on p. 480.) 

Mr. McHuen. Mr. Cassat, before you get into the explanation of 
your exhibit and the statistics that I believe are contained in that, will 
you tell the subcommittee whether you think there is any substantial 
evidence that since 1952 there has been any violation of this consent 
decree by General Motors, or by General Motors Acceptance Corp. 

_Mr. Cassar. I would like to ask this question in reply to that ques- 
tion: 

_ in the world has their business increased so much if there 
isn’t { 

I want to go into these figures and show you how far it has in- 
creased, and if they haven’t been violating the consent decree, how 
has their business increased so much ? 
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Mr. McHwuen. The question I am raising here—and I would be 
happy to have your comments on it—is, do you think it is possible 
that General Motors and General Motors Acceptance Corp. may have 
increased their market share without violating the consent decree, 
and if so, does that demonstarate that the consent decree was by its 
nature ineffective in the first place ? 

Mr. Cassat. I will show the answer to that, I believe, conclusively 
in these figures. If I have not answered it, at the end of this presen- 
tation, please repeat this question will you? Let me give these figures 
first. 

Mr. McHueu. Yes. 

Mr. Cassar. Because I think it will answer 90 percent, or 95 per- 
cent of that question. 

GMAC was incorporated under the laws of the State of New York 
on January 24, 1919. The general business is to finance the distri- 
bucion of new products manufactured by General Motors to dealers 
for resale, and to finance such dealers’ retail installment sales of new 
products, as well as used units of any make. 

The first page lists the directors of General Motors Acceptance 
Corp. for the year ending December 31, 1957. 

Then we move into the automobile instalment credit industry, 

The figures shown on page 2 are taken from the Federal Reserve 
Board reports. 

At the top of the page we find a table running from 1941, and 
then skipping to 1949, and then from there up to 1957, showing a 
grand total of instalment credit. 

Now, this includes everything including automobiles, everything re- 
ported by the Federal Reserve Board, a runs up to $42,411 million 
at the end of 1957. 

Next you see the amount of automobile installment credit, and the 
percent of total. It has not increased as a percent of the total, you 
will notice, since 1941. It was 40.6 percent of the total installment 
credit extended in 1941, and it is 39.3 percent in 1957. 

Other consumer goods have increased very rapidly, repair and mod- 
ernization loans have grown five times, and personal loans have grown 
six times, but automobile paper has not increased its percentage of the 
total installment credit extended in the years shown, according to the 
figures published by the Federal Reserve Board. 

At the bottom of this page, since we are interested in the automo- 
bile installment credit only, we break this automobile installment 
credit extended down between three groups of creditors. 

Mr. McHveu. Mr. Cassat, with reference to this first table, the table 
showing installment credit extended for this period of time for auto- 
mobile paper, does that include the loans by banks as well as by finance 
companies ? 

Mr. Cassat. Yes, sir. 

Now, at the bottom of the page we take the total automobile paper 
and we divide it, we show the same figures as before from 1949 to 
1957, and we break it down as to who gets that business. 

Here are your sales finance companies in the first column. In 1949 
they were getting 49.2 percent of the business; in 1957 they were 
getting 45.1 percent. And they have varied from 49.2; they were at 
that point in 1955 and in 1949, and they have been as low as the pres- 
ent point, 45.1 at the end of 1957. 
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Now, the commercial banks have 39.6 percent of this business in 
1949, and they have been as high as the present 43.2 percent. They 
have picked up about 3.6 percent, and all others are groped in the 
last column, and these include credit unions, consumer loan companies, 
small loan companies, and automobile paper held by dealers, who 
have their own finance companies. iviha 

The next page is probably one of the most significant of the pages 
in this document, and I have had it blown up in a large chart so that 
I can show it to you in this way. 

Since we are interested in the automobile paper handled by finance 
companies in a study of the flow of the business, we have taken that 
amount in the second column there, 49.2, down to 45.2, and that is all 
of the paper that is shown on this chart. We leave out the banks; we 
leave out the others. 

All right. Who gets this business among finance companies? 
What determines the flow of this business ? 

Well, GMAC is shown by this line here [indicating]. In 1948 and 
1949 they were getting 19 percent of all of the business handled by 
finance companies. They went along, they got up to 28 percent in 
1952, and then they got the consent decree. And they have now gone 
to 41 percent of all of the business’ handled by automobile financing 
companies in this country. 

The next company shown is C.I.T., and if you would like to jump 
ahead of me a little bit and see the figures from which this graph is 
drawn, they are in the appendix, exhibit 1, which shows the volume of 
business handled by all the U.S. finance companies from the Federal 
Reserve Board’s statistics on consumer credit. 

The second column is GMAC from their annual reports. 

The third is C.1.T., then Commercial Credit, then Associates In- 
vestment, then Pacific Finance, then General Finance, and then all 
others. 

Now, you will notice that General Finance and Pacific are down 
here pretty low at the bottom of this chart, so we group all others 
together. 

So I want to go into each one of these individually and show that 
C.L.T. had 17.31 percent of the business in 1948. They have dropped 
a little, although their volume has gone up from $480 million to $1,124 
million, their position in the industry has still gone down to 13.9 
percent. 

Commercial Credit in 1948 had 10.1 percent. They still have 9.45, 
almost no change, and their volume, you will notice in the appendix 
has gone up from $277 million in 1948 to $764 million in 1957. 

Associates Investment had at the beginning of this chart in 1948, 
8.11 percent, and they have improved their position a fraction of 1 per- 
cent. They now have 8.87 percent, or a total of $717 million worth of 
business in 1957. 

Now, the next largest company is Pacific Finance, and they have 
lost about 40 percent of their share of the volume. They have gone 
down from 3.43 percent to 2.14, and General Finance has gone down 
from 2.52 to 1.45, and all other companies, which includes mine and 
all of the companies that will testify here today probably, have gone 
down from 39.62 percent to 23 percent in these 10 years. 

We submit these data as coming from published records. The 
figures are incontrovertible. They are from the Federal Reserve 
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Board as to what has happened in this business, particularly after the 
consent decree and without divestiture of General Motors Acceptance 
Corp. which, it seems, is indicated as a necessity. Now if Ford starts 
a finance company, of course, they will get a large share of the Ford 
business, and you will have just two dominating automobile companies 
and two dominating finance companies in the automobile field. 

Mr. Cuumpris. May I ask a question at this point? 

Mr. Cassat, how does the fact that General Motors picked up from 
42 percent of the market to 50 percent of the market affect that chart 
as far as financing is concerned ¢ 

Mr. Cassat. On page 5, which we are coming to now, we will show 
this picture, that using 1952, the year the consent decree became effec- 
tive, as an index of 100, the relative change in GMAOC’s industry 
position can be compared with GM’s relative share of all new car 
registrations. 

Tf you will turn to page 5, you will find that the black line on this 
chart indicates the share of the market. The 1952 figure is 100, you 
will notice. That is when the consent decree came in. Then GM's 
percent of the new car sales in the industry each year is shown in re- 
fation to the index figure, and in the next two columns GMAC’s per- 
cent of the financing industry and their 1952 figures are also used as 
an index at 100. 

So while General Motors’ share of the motorcar market went up to 
here, based on 1952 as 100, GMAC’s share of the business handled by 
finance companies went up to here. 

Now, I don’t know any other way to show this. It may be that we 
should have charted on this graph only the new cars financed b 
GMAC, because we only chart the new cars manufactured by GM, 
Those figures are not available, that I know of. 

The figures from finance companies on their volume include new 
and used, all types. 

Mr. Cuumeris. Does Commercial Credit Co. cooperate with any one 
of the major automobile companies, as far as financing is concerned! 

Mr. Cassat. Who? 

Mr. Cuumpris. Commercial Credit. 

Mr. Cassar. Commercial Credit, no—well, let me give you this kind 
of an answer to that: 

You have got to go with the trend and things change from time 
to time. 

When they were divorced from Chrysler in 1938, a very large per- 
centage of their business was in Chrysler products, and probably a 
very small percentage of others. 

1 think today you would find that they are doing lots more of Ford 
business than they were doing then, and lots more used cars and some 
slight penetration of General Motors products. 

Mr. Cuumpris. And Universal C.I.T. ? 

Mr. Cassar. The same is true. C.I.T. has become a general financ- 
ing company; they do factoring, they do all kinds of financing. 

They are after the General Motors business, the Chrysler business, 
and all types of financing. 

Mr. Cuumpris. This chart, on page 3, would indicate that the 
general decline of C.I.T. and Commercial Credit seems to follow 
fairly, and which I understand is what happened to Ford and Chry- 





the 
nce 
rts. 
ord 
Lies 


Lew 
one 
od? 
ind 
me 


er- 
y a 


ord 
me 
ne- 


the 
low 


a 


a rn eer ne 


AUTO FINANCING LEGISLATION 47 


sler during those years—their production or sale of cars slipped a 
little and General Motors picked it up, which would indicate the 
change from 42 to 50 percent. 

Mr. Cassat. I think that is particularly true of Commercial Credit 
in the year 1954 when Chrysler had a real bad year. At that point 
they made extra efforts to diversify in other lines, and you see they 
have come back to doing almost the same percentage of the business 
handled now by finance companies as they did in 1948. 

Mr. Cuumpris. Thank you. 

Mr. McHvueu. Mr. Cassat, the automobile installment credit that 
is referred to on chart 1 on page 3, is that wholesale as well as retail 
credit? Are they combined in this figure ? 

Mr. Cassar. I didn’t get your reference, page 3—— 

Mr. McHveu. Chart 1 on figure 3. 

Mr. Cassat. Yes. 

Mr. McHveun. It refers to total automobile installment credit—— 

Mr. Cassat. Yes. 

Mr. McHvcu. Extended by sales finance companies ? 

Mr. Cassat. That is right. 

Mr. McHveu. Those are total figures ? 

Mr. Cassat. Those are the same figures as shown in the second 
column at the bottom of page 2. 

Mr. McHvueu. Does that include wholesale financing ? 

Mr. Cassat. No; that is retail. 

Mr. McHveu. This is just retail financing? 

Mr. Cassat. Yes, sir. 

Mr. McHveu. Yes. 

Mr. Cassar. And the figures are shown in exhibit 1 of the appendix 
in detail by years; exhibit 1 of the appendix; it gives you the source 
of the figures. 

They come, in the case of Commercial Investment Trust, from 
af reports to their depositaries, and this report covers U.S. 
operations of C.1.T. only. 

Mr. McHvucu. Do you know whether or not there are any com- 
parable figures which show the percentage of wholesale finance busi- 
ness which GMAC does in relation to other finance companies? 

Mr. Cassar. Well, now, I am not immediately aware of them, and 
I have never seen them. They must be available from their annual 
reports, if you would dig them out. 

I haven’t gone into it because in the trade, you know, we consider 
the wholesale loan as something that we make in order to get the 
other business. 

Mr. McHven. Will you explain what you mean by that? 

Mr. Cassar. Well, if you are going to buy a dealer’s paper, and 
he needs an inventory, he naturally expects you to finance it for him, 
and if you finance it for him you sort of naturally expect that you 
will be favored, the fair-haired boy, when he has a contract to sell. 
It is just as simple as that. 

McHveu. Would you say it is generally true of the industry that 
the finance company that handles the wholesale paper of the dealer, 
or that does his floor planning, would also get his retail paper? 

Mr. Cassar. In general; yes. 

I now want to go to page 7 of this document entitled, “Debt and 
Capital.” 
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You have talked today somewhat of the advantage that General 
Motors Acceptance Corporation has in this industry by virtue of the 
tremendous financial power of its owner. 

On this page we show you that GMAC, compared to the three larg. 
est independents—and you asked the question awhile ago of a former 
witness if the big independents didn’t have it all over the little ones, 
and if they weren’t comparable to GMAC—and this study is designed 
to show you the difference between GMAC and the next three biggest, 
C.1.T., Commercial Credit, and Associates Investment. 

And may I read it to you and show you the accompanying charts? 


The ratio of borrowed funds to equity capital is of prime importance to any 
sales finance company. The more borrowed funds a sales finance company jg 
able to employ in relation to a given amount of capital in financing its portfolio 
of installment receivables, the greater the leverage will be on its equity invest. 
ment. Consequently, the borrowed-funds ratio is a vital factor in determining 
the net return on the capital investment of a sales finance company. For ex. 
ample, a company which, perhaps for privileged or noncompetitive reasons, 
can realize a higher than normal ratio of borrowed funds to capital employed, 
is in a position to accept a smaller net return on its finance volume and still be 
able to realize as good or better return on its investment than its competitors, 

Reductions in net return on installment receivables could take several forms, 
First, commissions paid to dealers might be substantially increased. Second, 
credit terms might be liberalized to the extent of unduly increasing the business 
risks involved. And finally, a company might accept a poorer class of paper 
and realize unfavorable liquidation experience. These factors are extremely im- 
portant to the sales finance industry and become especially significant if they 
happen to apply to a company that dominates the industry. 

The use of the term debt subordinated to the regular or senior borrowings 
has been developed in recent years and provides sales finance companies with a 
means of expanding the borrowing base. Subordinated obligations are merely 
another category of borrowed funds and permits sales finance companies to 
increase their leverage or invested capital. The increase in leverage has been 
relatively modest in the case of the three largest independent sales finance 
companies but very substantial in the case of GMAC. The ratios of all classes 
of debt, current, long-term, subordinated, and nonsubordinated, to equity funds 
for GMAC and the three largest independent sales finance companies combined 
for 1947 to 1957 are listed below. 


Now the first column is the year, and then GMAC’s ratio. In 1947 
when they were coming out of the war period and nothing much to 
finance, they had a borrowing ratio of 3.32-to-1. They went to 5.5, 
and then to 10, and now it is standing at 15.05-to-1 in 1957. 

The three largest other companies have never exceeded 6.85 ratio to 
1,and now stand at 6.71-to-1. 

Now, the charts on the next two pages show the large increase in 
the total debt of GMAC in relation to the increase in equity capital. 
The debt and capital relationship of the three largest independent 
sales finance companies combined is also shown for purposes of com- 
parison, 

It is evident that GMAC has been able to increase substantially its 
ratio of borrowed funds to equity capital when compared to the three 
largest independent finance companies combined, because of its strong 
ownership. 

On this page you see this in graphs and in colors, the tremendous 
leverage that GMAC has been able to get by virtue of their owner- 
ship, that no other company, no matter how big, can expect to get. 

Mr. McHven. Mr. Cant! you speak of the superior borrowing 
ratio of GMAC to capital. You say that puts them in a position to 
accept a smaller net return. 
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Mr. Cassat. Right. 

Mr. McHveu. Then you go on to suggest several ways in which 
they can obtain a smaller net return and still this overall position is 
superior to independents. : 

Do you have any reason to believe that General Motors Acceptance 
Corp., in fact, does, because of its superior borrowing position, operate 
on a smaller net return through any of these devices which you sug- 
gest-here £ _ OSs ; ; 

Mr. Cassat. Their rate of return on capital is far superior to any- 
thing I can make. It is higher than ours, and I think if they wanted 
to go out here and really cut the price they could put us all out of 
pusiness. I am pretty sure of this, and I think they could put every 
automobile manufacturer out of business, too, if they wanted to use 
their profit of 18 percent to volume on manufactured goods. 

Mr. McHvuen. You suggest here, though, that one way in which 
they are in a position to accept a smaller net return on its finance 
volume is by means of giving greater commissions to their dealers. 

Mr. Cassat. That is right. 

Mr. McHueu. Do they ? 

Mr. Cassar. Their commissions, by their policy, their policy on 
commissions is to keep them modest. They have not gone overboard 
at the point of commissions to their dealers. They have been com- 
petitive, and they vary according to the competition they are up 
against. 

They do not have a set policy. 

Mr. McHven. Do you have any evidence that they vary their rate 
of commission where competition is toughest in order to get the 
business ¢ 

Mr. Cassat. Oh, yes. They have variable charts. They do not use 
the same charts across the country, you know. 

In Chicago their rate right now is 4.25, but standard is 4.85. 

Mr. McHvuen. Will you explain what you mean by “their standard 
is 4.85” ? 

Mr. Cassat. I forget how complicated this business can be. 

Let us say they have got a 6-percent chart out to the dealer, which 
is about a normal chart. Their standard procedure is to discount 
their dealers’ paper at 4.85, leaving him 1.15. 

Now, there are men in this room more capable and more knowledge- 
able about GMAC’s charts and dealer reserve arrangements than my- 
self. But this is a typical sort of an arrangement out in my territory. 

They will have a 6-percent chart out. It might even be a 7-percent 
chart, but their rate of discount to the dealer will be 4.85, and that 
will be with repurchase agreement on everything. 

The dealer will be responsible that everything is paid, and they 
will hold back 3 percent of the dealer’s outstandings on their books 
as a reserve against his performance; that is about their standard 
procedure. 

But in some cities, one city in my territory, they will go nonre- 
course, without their dealer reserve, without the holdback, without 
the repurchase agreement, and then they will go to maybe 5.25, say- 
ing they will have to have a little more on the nonrecourse basis, or 
they might, if they are in competition with the banks, as I under- 
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stand they have been in Philadelphia, they may go to a rate ag oy 
as 4 percent. 

Mr. McHveu. So that your experience—— 

Mr. Cassar. Their rates vary with the market they are in, and the 
local climate. 

Mr. McHveu. Did I understand you to say then that your experi. 
ence would indicate that where necessary to get the business for com. 
petitive reasons, they do vary the commissions to their dealers? 

Mr. Cassat. That is right; and if you will study the possibilities 
of their profit picture for the last few years, you know that they 
could vary the rate enough to put the rest of us all out of businegs 
any time they wanted to; and if they had to absorb some of it in the 
manufacturing cost that would be easy, too. They have this power 
today. 

poktir Harr. I should explain that Senator Wiley, who has 
joined us, unhappily finds himself involved with an even more intri- 
cate subject, the matter of foreign relations, at 3 o’clock. So please 
interrupt when you wish to, Senator Wiley. 

Senator Witry. Well, yes, that is correct. I have a committee 
meeting at 2, and another committee meeting at 3. I am listeni 
to this discussion here in betweentimes, ani assure you that I am 
not in any position to catechize you. I am in position to learn, and 
IT shall be listening. 

Mr. Cassat. Mr. Senator, that is all I am here for. 

I would like to help you men arrive at a proper understanding of 
this industry’s problems, because I know there is only one thing we 
can do, because you know and I know how you feel about your jobs 
here in the U.S. Senate. 

Senator Witey. Where is your home? 


ns 


Mr. Cassat. Dubuque, Iowa, Senator, just across the river from | 


you. 


[ Laughter. ] 

But what I am getting at is, have you presented the percentage 
of business that General Motors has in your State? 

Mr. Cassat. Those figures are not available, to my knowledge, and 
have never been compiled anywhere. I would like to have them. 

Senator Wizey. How big is your corporation ? 

Mr. Cassat. Interstate Daze Corp. has a capital and surplus at 
November 30, 1958, of approximately $4,240,000. 

Senator Witey. What is your total outstanding business? 

oe Cassat. Gross assets at that date were approximately $26 
million. 

Senator Wirry. What dividends do you make? 

Mr. Cassat. We made on our capital last year 1014 percent. 

Senator Wirey. That is over and above all expenses ? 

Mr. Cassat. That is net return on the net worth. 

Senator Wier. And your chief competitors are who? 

Mr. Cassar. I have them all. 

Senator Wier. You have them all? 

Mr. Cassat. I have. Everybody likes our territory, I think, you 
know, Wisconsin and Iowa are good country, and everybody is out 
there trying to get their share. 


Senator Wirey. I have a slight idea that we are sort of brethren. 
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Senator Wizey. I am not going to ask any more questions, because 
I am interested in understanding some of these tables, and I assure 
you I shall study them. 

Thank you, Mr. Chairman. 

Senator Harr. Especially in light of your committee burden, we 
appreciate your coming. 

r. CassatT. Now, sir, 1 would like to testify that this has been a 
ther—— 
Mm Genator Hart. There is one more question we would like to ask you 
before you get to your own company. 

Mr. Fiurry. Mr. Cassat, in connection with your tables and chart 
on this question of ratio to total equity capital 

Mr. Cassat. That is page 9 and page 10. 

Mr. Firurry. GMAC is shown as 15.05 to 1, whereas the average 
of the three largest independent finance companies combined is 6.71 
to 1. 

Mr. Cassat. Right. 

Mr. Fiurry. I interpret your statement to be that these, this table 
and these charts on pages 9 and 10, indicate to you the advantage of 
the combination of GMAC with General Motors in having this bor- 
rowing advantage over the independent finance companies; is that 
correct ? 

Mr. Cassat. If I understand your question, it is absolutely cor- 
rect. Nobody could borrow money from these banks, and I do busi- 
ness with 70 banks in my little company ; these banks just do not loan 
you money unless your credit is pretty good. 

But when you walk in there with General Motors, with your hand 
in General Motors, and General Motors has got a couple of million 
on deposit there, and you want a loan, what do you do? Have you 
ever been in a bank? 

Mr. Furry. I have been. 

Now, do you have any direct evidence of the fact that this tieup 
between General Motors and GMAC has this result, other than the 
mere showing of the statistics ? 

Mr. Cassar. I think I could demonstrate very clearly that this is 
because of General Motors, by one of their own loan agreements 

Mr. Fiurry. That is what I am trying to get at. 

Mr. Cassat. Yes, sir. 

Here is a senior subordinated loan agreement between General 
Motors Acceptance Corporation and various insurance companies 
that took some varying amounts of this loan. 

You know, when they go out for a loan, they just do not do busi- 
ness with one; they have to have a group. 

I will read them to you: 

Metropolitan Life took $37.5 million; Prudential, $10 million 
against payment to be made by delivery for cancellation of like prin- 
= amount of the 3 percent. 

etropolitan, $25 million; Prudential, $15 million; Connecticut 
General, $10 million; John Hancock, $5.5 million; Northwestern 
Mutual Life Insurance Company—Senator Wiley knows that one— 
$2 million—— 

Senator Wuey. I do. 
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Mr. Cassat. Connecticut Mutual, $4 million; Chase Manhattay 
Bank, $3,600,000; New England Mutual Life Insurance—this is just 
the additional money now that they extend on an extension of an olq 
agreement— 

Senator Wirry. You mean those are the fellows they are getting 
the cash from ? : 

Mr. Cassat. Yes, sir. 

Senator Wirey. I see. 

Mr. Cassat. In this agreement, to answer this question which hag 
been very properly asked, and which every one of you ought to be 
interested in, here is the paragraph which I think you ought to listey 
to very carefully: 

The company covenants that so long as any of the notes shall remain oyt. 
standing, it will at all times maintain the aggregate of the capital and surplus 
of the company and its consolidated subsidiaries determined on a consolidated 
basis, and in accordance with generally accepted accounting principles ang 
practices at an amount at least equal to 100 percent of the aggregate amount 
then outstanding of the notes and other senior subordinated indebtedness of 
the company; or (2) in the event that General Motors Corp. shall have ceased 
to be the owner of substantially all of the capital stock of the company— 
these insurance companies, they look far ahead, and they can tel] 
which way the wind is blowing— 
in the event that General Motors Corp. shall have ceased to be the owner of 
substantially all of the capital stock of the company (otherwise than as q 
result of a merger or consolidation of the company into or with the General 
Motors Corp. or of a dissolution or winding up of the company made in con. 
nection with the sale or other disposal of the General Motors Corp. of all or 
substantially all of its assets not prohibited by paragraph (6) of this agree 
ment) then 150 percent of the aggregate amount then outstanding of the notes 
and other senior subordinating indebtednesses of the company— 
in other words, if they have got $100 million here in capital, they can 
borrow $100 million in subordinated notes. 

But if they lose their ownership—they have to put up 150 percent 
to maintain a hundred, increase it 50 percent to maintain the capital, 
and that is right in their agreement. 

Senator Harr. For the record, I am informed that the document 
will be submitted in the testimony of Mr. Jones. 

Mr. Cassat. That is correct, sir. 

(This document referred to may be found on p. 601.) 

Senator Witey. Mr. Chairman, there is another side to this that I 
want to get a little information on, because this witness seems to be 
well equipped with the facts, 

How many of you people are there who are interested in the 
finance business in this country ? 

Mr. Cassat. Well, we are getting fewer. 

The American Finance Conference has lost about 20 percent of its 
members in the last 8 years because there is no new finance company— 
there are no new finance companies starting up; it is too tough. This 
is a‘business that is shifting toward the big companies. 

Senator Wirey. 7,300 all told? 

Mr. Cassat. Finance companies? 

Senator Wirry. Yes. 

Mr. Cassar. You are not talking about loan companies, but talking 
about companies engaged in installment 

Senator Winey. Approximately 7,375 finance companies and banks 
in the country engage in automobile financing. 
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Mr. Cassat. Well, you have got horses and rabbits in there. 

Senator Witey. That is right. 

Mr. Cassar. I expect there are several thousand banks, and I expect 
there are several thousand loan companies, but I think if you put 
down 600 or 700 for the automobile discount companies you have had 
them all, is that right? That is ample. 

Mr. Tom Rogers, the senior vice president and economist of the 
American Finance Conference, is here, and will give you a statement 
on that if you would like. 

Senator Witry. I want to lead up to the other question. 

Mr. Cassat. The decimation of the finance group is coming at the 
bottom. The little fellow cannot go out and compete with GMAC, so 
what does he do? 

Well, he starts making small loans to make a living, that way. 

The flow of our assets into some other area, where we can make 
money, has been tremendous, and we are making a study of that very 
thing right now. But we hope you gentlemen are going to stop it. 

Senator Witry. Is there any special benefit that the agents or the 
distributors get that they could not get through you people? In 
other words, how many thousands of agents who sell cars for General 
Motors, how many distributors combined, could not get the same 
service, and if so, why, through a finance company or a bank or 
finance companies and banks? That is simply one idea in the equa- 
tion that I am considering. 

Mr. Cassar. I am glad you asked me that, Senator, because the 
answer is complex, but it is very evident. 

You speak of distributors. There is not any such thing in the 
automobile world any more. 

Let us talk about dealers. They are all dealers now. I guess maybe 
there are a half-dozen somewhere, but we are talking about 33,000 
dealers of new cars, between 32,000 and 33,000 registered, licensed 
new car dealers in this country; that is what we are talking about. 

Your question is, if I understand it, do they get some advantage 
from GMAC that they cannot get from anybody else? 

Senator Witry. Yes. 

Mr. Cassar. Well, sir, I can answer you two ways, yes and no. 

Yes, they get the “sweetheart” treatment. from General Motors. 
“You are one of the family, you are a good boy, you sign up your 
contract in a hurry, you are a part of the family,” you get the “sweet- 
heart” treatment from GMAC; that is the yes. 

Senator Witry. Is that all, “sweetheart” treatment ? 

Mr. Cassar. No, no; that is not all. He gets the cars he wants, 
when they are scarce, quicker than the dealer who is financing with me 
or Paul Jones, and at the end of the year, if there is a lot of old models 
they want to unload on somebody, they will unload them on my deal- 
ers, not on GMAC. 

Sure there are advantages to this; why wouldn’t there be? What is 
a monopoly for but to favor the guys that play ball with you. That 
isthe yes part. 

Now, the no part of it is this: They, GMAC, operate about 300- 
odd branch offices. The nearest branch office to my city is 72 miles 
away. 

They get a collector. up there about once a week, and he goes into the 
dealer and says, “Why haven’t you collected these accounts?” 














54 AUTO FINANCING LEGISLATION 


He does not go out and get them for him. 

Do you know what my men do? They go out and chase all oy 
accounts. They never go near the dealer unless they just have to have 
his help on one for some particular reason or other. 

In other words, there is no legitimate service needed by a dealer 
which cannot be provided by a nearby independent finance company 
or a bank. 

Now the cost of money is determined by the market. It is deter. 
mined by the influence of the local bank, which is in this market, ag 
you can see from the figures in this book. They have 43.2 percent of 
all the automobile installment business done in this country in 1957, 

Do you think they got that without being a factor in this market? 

And the price is set by the market, not by me or anybody else, ex. 
cept that General Motors has got so big, and their profits are so huge 
and their power is so great, that they could reduce their price to 
where the rest of us could not even stay in the business or live in it, 

Now, have I answered that question about the dealers satisfactory 
to you? 

Senator Witey. If there are 9,000 dealers, what are the dealers 
going to say? 

Mr. Cassar. Privately or publicly? [Laughter.] 

Senator Wizeyr. Both. 

Mr. Cassat. Well, Senator, publicly the dyed-in-the-wool General 
Motors dealer publicly is going to cry his eyes out because he has 
been taught so by his fuehrer; privately they are going to cheer like 
everything all up and down the street. 

Senator Wirny. You mean privately they will talk out of the other 
side of their mouths in favor of you fellows? 

Mr. Cassat. They want to be their own bosses; they do not want te 
be regimented any more than you or I do. 

Senator Wirey. Just one other question, and then I have to leave 
because I hear a witness calling me from the Foreign Relations Com- 
mittee. It is this: What you talked about is the dominating influence 
of General Motors. Is there any economic advantage in dealing 
with General Motors? 

Mr. Cassat. There is, I believe, a correct analogy between a benevo- 
lent monarchy and a well-operated monopoly. 

There are advantages inherent in such systems. 

The disadvantage is that they only live a few years and then 
somebody else gets hold of them, and they proceed to operate them 
with the power they have accumulated in the meantime, and that is 
why we have the antitrust laws in this country, and that is why the 
American way of life is considered to be the way of an equal chane 
for everybody within the law. 

Senator Wiey. Is there any thought that, perhaps, if GM should 
dispose of GMAC, that you independents might get together? 

Mr. Cassar. No, sir. 

Senator Wier. Are you sure? 

Mr. Cassar. I never heard of that until today. 

Senator Wier. You had better think it over. It is a natural 


TOcess. 
Mr. Cassat. Mr. Senator, may I say this, sir, before you leave, 
and I appreciate this chance to visit with you, we do not anticipate 
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that the divorcement of GMAC from General Motors is going to 
eliminate them from the field. . ' 

I said before you came in, that in 1936, 1937, and along in there, 
we had abominable conditions in this industry. 

Why, Chrysler and Commercial Credit had a contract between 
themselves which the Government learned about, and subpenaed, in 
which Commercial Credit es to pay Chrysler 10 percent of their 
profits every year, for which Chrysler agreed to coerce their dealers 
and force their business into Commercial Credit. This was dandy 
contract—for them. te 

Now, we got a consent decree after the indictments which divorced 
those two companies; and what has happened ? 

Why, they are folks now. They are just one of the boys; they are 
out trying to get business like all the rest of us, and using service and 

rice and quality to get it, and GMAC will do the same thing, and 

would love—I want to live long enough to compete with them on 
the same basis when they have not got an edge. In my own home- 
town I will beat the pants off of them. 

Senator Harr. A few minutes ago, Mr. Peck, for Senator Dirksen, 
sought to ask you questions. 

r. Peck. Thank you, Mr. Chairman. 

Mr. Cassat, awhile ago you made mention of the number of mem- 
bers of the American Finance Conference which had been lost to 
you. I think you used the figure 20 percent. 

I would like to ask you two or three questions, sir, about this 
conference. 

Of what type of organizations is the American Finance Conference 
composed? Is it automobile finance people exclusively, or is it also 
some banks, or how is it made up ? 

Mr. Cassat. It is made up of automobile finance companies. You 
see, this battle on monopolization didn’t start this year or last; this 
started early with the industry. In 1933 we had an old association 
known as the National Association of Finance Companies, to which we 
all belonged, but it was dominated by the big three who then belonged 
to that, GMAC, C.1.T., and Commercial Credit. 

When the NRA came along, these gentlemen decided here was a fine 
tool to get rid of some of this fringe competition, and they designed a 
code which would allow a finance company to pay reserve on a re- 
course deal, but would not allow a finance company to pay a reserve on 
@ nonrecourse deal, and they decided that this was the chance to get 
rid of some this competition. They drew up such a code and they 
ramed it through this old national association and went to Washing- 
ton to get it approved for the industry. 

The American Finance Conference was organized in the next 2 
weeks by long-distance telephone—they went down there with 75 per- 
‘cent of the volume of the business. We went down there with all of 
the independent finance companies, nearly 300 strong, in a new asso- 
ciation known as the American Finance Conference, and we stopped 
the adoption of that code. And in that conference fight in NRA, 
which lasted 8 or 10 months, the American Finance Conference stood 
for three things: 

We stood for the elimination of coercion in the automobile finance 
‘business, No. 1. They wouldn’t even admit there was any. 














56 AUTO FINANCING LEGISLATION 


Next, we stood for the elimination of subsidy, which was what 
Chrysler and Commercial Credit were doing, subsidizing each other, 

And third, in order to get a clear-cut issue on this dealer participa. 
tion, we stood for no reserves or bonuses to any dealer on his deal 
make it a money transaction, and we went down there with those three 
objectives and we stopped them from promoting their code, and they 
wouldn’t consent to ours, and they had 75 percent of the volume. ~ 

So Mr. Whiteside, who was the Administrator of that division, said, 
“No code.” 

Mr. Peck. At that time it was independent automobile financing? 

Mr. Cassar. Altogether. 

Now, our bylaws require that an applicant for membership must 
have more than 50 percent of his assets in automobile installment 
sales contracts. 

Mr. Peck. And it could very well be a bank, could it not, a small 
bank of some sort ? 

Mr. Cassar. No; banks are not eligible, but a few small banks were 
in before we changed the bylaws to that effect, and they are still in, 
You are going to hear from one of them. And we have associate 
members, too, insurance companies and banks that want to participate 
in our forums and discussions. 

Mr. Peck. Do I understand you correctly to say your regular 
membership is made up exclusively of independent automobile finance 
companies ¢ 

Mr. Cassar. Yes, although only those never affiliated with any 
automobile factory. 

Mr. Peck. Yes, independent companies. 

Mr. Cassar. Yes, sir, independent. 

Mr. Peck. Now, sir, about what percent of these companies who 
would qualify for membership belong to your organization at the 
present time ? 

Mr. Cassar. About nearly half of them. 

Mr. Peck. About 50 percent ? 

Mr. Cassat. And far more than half of the volume, dollar volume. 

Mr. Precx. All right, sir. 

Mr. Cassar. I would expect 90 percent of the dollar volume. 

Mr. Peck. Then about 50 percent of the potential members, and 
in terms of dollar volume, roughly 90 percent of the potential mem- 
bers. 

Mr. Cassar. Let me ask Tom Rogers what his judgment would 
be on the answer to that, because it is only an opinion, you see. 

Senator Harr. Perhaps it would be more helpful, Mr. Rogers, 
if you would identify yourself and then state the answer. 

Mr. Cassat. Dr. Thomas W. Rogers is the senior vice president and 
economist of the American Finance Conference, and appeared before 
this committee in 1955. You will find there in your record a fine 
statement about this industry, and about the American Finance 
Conference. 

Senator Harr. In response to Mr. Peck’s question, perhaps Dr. 
Rogers can tell us. 

Mr. Rogers. I am Thomas W. Rogers, and I am senior vice presi- 
dent and economist of the American Finance Conference. 
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As Mr. Cassat said, I appeared before this committee. in 1955, and 
had some very pleasant give-and-take with Senator Wiley, like has 
been going on here today. — : ; gts . 

But to get to your specific question, it 1s my judgment, and I am 
coming from memory now and I might be off just a little bit, but it 
js my Judgment that at least 90 percent of the independent sales fi- 
nance companies that are eligible to belong to our association, name- 
ly, that have 50 percent of their assets in installment financing busi- 
ness, now belong to the conference, and in response to an earlier 
question, to give you some earlier indication of the overall picture, 
and again I am quoting from memory, and I would be glad to verify 
and put the exact figures in the record, if I remember correctly, 
when sales finance companies were asked to register under Regu- 
lation W in 1950, I believe it was, the total number registering was 

720. 
ay bout 1950 the Federal Reserve Board made a study of sales 
finance companies in the United States, and if I remember cor- 
rectly, the total number they estimated as of that time was 2,600. 

Furthermore, it is my estimate, and I just made this statement 
down at the University of Tennessee very recently, that approxi- 
mately 400 companies in the United States, including the national 
ones, and so on, would do perhaps 90 to 95 percent of the business 
that is done in automobile installment financing; the other 2,200 
are largely in diversified and other types of installment financing. 

Back specifically to automobiles, the automobile dealers retain 
about 4 percent of the total amount of outstanding; the other 96 

ercent is held by the sales finance companies and the commercial 

anks, and I would be glad to put some of these things in the record 
later if you want them, but right offhand I can’t remember all of 
the details. 

Mr. Cassat. Thank you, Tom. 

Senator Harr. In the event you find your memory was false, 
would you put it in the record ? 

Mr. Rogers. Yes. 

Mr. Peck. Then to combine the answers to my first two questions, 
and leading up to the third and final question of mine, we find that 90 

ercent. of the independent automobile financing companies which 
Live at least 50 percent of their outstanding assets tied up in automo- 
bile sales paper are members of your organization. We certainly find 
that your organization represents by far the large majority of that 
side of the industry. 

Now you mentioned, sir, a 20 percent loss in your membership. My 
question, sir, is: From what segment of your membership have you 
experienced this 20 percent loss, or is it possible the 20 percent loss 
would include the potential members who have not einai and whom 
you would like to have join ? 

Mr. Cassar. No; the loss since 1952 is 62 members net. 

Mr. Peck. Sixty-two members ? 

Mr. Cassar. Net loss. 

Mr. Peck. They have left, have given up for one reason or another 
membership in your organization ? 

Mr. Cassat. Right. Mostly because they have gone out of busi- 
ness, gone into the small loan business, sold out, discouraged, tired, and 
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— make a profit, and no new companies are formed to take their 
ace. 

. This is not a growing industry as it should be in this country, 

Mr. Peck. During this period when you have lost 62 companies, 
have you gained any other companies ? 

Mr. Cassar. Yes; of course this 62 is net. 

Mr. Peck. Isee. Thank you very much. 

Mr. Lucas. Mr. Chairman, my name is Scott W. Lucas. I am the 
Washington counsel for the American Finance Conference, and ] 
should like to make just this one observation : 

Mr. Cassat has been testifying from this black book, and it seems 
to me that those who may want to read the record from hereon, that the 
book should be identified perhaps as Cassat’s exhibit No. 1. 

Senator Harr. I identified it by reading the first page, but fop 
simplicity we will do so. 

Mr. Lucas. Thank you, sir. 

Mr. Cassat. I would like to further add this in the interest of com- 
plete accuracy and clarity, on page 8 where we show this ratio of tota] 
debt to total equity capital of GMAC compared with the three largest 
independent finance companies combined, we do not state where those 
figures came from. If you will just make a note along the margins 
there that those figures are from the Federal Reserve Board reports, 
those figures are available for you if you want to check them at the 
Federal Reserve Board in the Consumer Credit Division. 

I would like to, if I may have your indulgence, present a few figures 
for my own company. We think we operate a company that can get 
business under almost any conditions. I think it is as good as any of 
them. 

I want to tell you that I have here figures from my audits for the 
years 1950 to 1954, inclusive, and because your hearings were stepped 
up to this week instead of next, I haven’t been able to go home and 
bring this up to date. 

But I want to tell you what our new car financing throughout out 
area consists of, compared with new cars registered, and I think this 
should be of interest to you gentlemen, because it shows our pene- 
tration and whether we can penetrate this monopoly or not. 

Now, mind you, in these 5 years General Motors registered 45.37 
percent of all new cars registered in the United States. 

Our new cars financed in General Motors units consisted of only 
19.76 percent of our new car units financed. In other words, they 
had 45.37 percent of the market. Our hard-hitting little locally owned 
finance company, with personnel that anyone would like to have, could 
only get 19.76 percent of our new car units in GM units. 

All right, what did Ford do? Ford in those same 5 years reg- 
istered 25.12 percent; 24.9 percent of our new car finance contracts 
were in Ford products. 

Senator Harr. May I ask for those figures again ? 

Mr. Cassar. Ford registered 25.12 percent of new cars sold in this 
country during those years; our new car units financed were 249 
percent of them Ford products, right on the button. 

With Chrysler, we found that business a little easier to get. They 
registered 18.57 percent of the U.S. production, and 23.2 percent of 
our new car units financed were Chrysler products, so we were run- 
ning ahead of their market. 
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Now, the independent manufacturers only made 10.94 percent of 
the cars manufactured in those 5 years, but we had to get 32 percent 
of our new car units financed from our independent manufacturers’ 
dealers. . 

Mr. Cuumpris. May I ask a question at that point? 

You say that Chrysler sold 18.5 percent of the new car market. 

Mr. Cassar. Right. That is in the United States. 

Mr. Cuumpris. Then you financed 23 percent of that 18.5 percent? 

Mr. Cassat. No, sir. I want to make this very clear. 

Mr. Cuumepris. That is what I wanted to make sure was clear for 
the record. 

Mr. Cassat. 23.2 is the percentage of new car units financed by our 
company in those years that were Chrysler products. 

Senator Harr. Of the total business? 

Mr. Cassat. Senator, my total new car business. 

Mr. Cuumpnris. That was Chrysler? 

Mr. Cassar. That was 23.2. 

Mr. Cuumpris. Who handled the other 76 percent of Chrysler cars? 

Mr. Cassar. This concerns only the business we bought. 

Mr. Cuumpris. Yes, but I want to bring out this point, that the 
18.5 percent that Chrysler has of the new car market is one thing. 

Mr. Cassar. Correct. 

Mr. Cuumpris. Now, your 23 percent of Chrysler cars—you said 
Chrysler products, didn’t you?—that means 76 percent has been 
financed by other finance companies. 

Mr. Cassar. No, sir, not at all. I didn’t finance 23 percent of his 
18 percent. 

t me tell you what the last figure is; let me do it this way: 

Say we financed a hundred thousand new cars in those 5 years. 

Mr. Cuumepris. Right. 

Mr. Cassat. Well, now, if we were out hitting the ball with all the 
dealers, with all the service that we give, you would expect our new 
car volume to parallel the new car registrations, if there weren’t any 
impediments in our way. 

Mr. Cuumpris. To get myself clear, then, your 23 percent of your 
entire business were Chryslers. 

Mr. Cassar. Right. And only 19.76 percent of it was General 
Motors. What stopped me from getting 45 percent of my new car 
business in General Motors products? This is what I want to know? 
A far more popular car. I could have financed them cheaper; I could 
have resold the repossessions better than others, and my boys worked 
together to get them because they zeroed in on it. There must be 
some reason. 

Mr. McHven. Mr. Cassat, I wonder if you could tell us what per- 
centage of your business was Ford and Chrysler back before the 
divestiture suit. How did that compare with your Ford and Chrysler 
business as of the present time ? 

Mr. Cassar. Sir, in 1936 our company was—in 1937 our company 
had about one-seventh of its present capital structure. We didn’t 
have the detailed reports that we are able to have now, and the IBM 
accounting, and all that sort of thing, and I can’t give you those 
figures. I wish to goodness I could, because I think we were financing 
all Graham-Paiges and Hudsons. That is just about what we had 
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in those days, Durants, and what was that fancy one—that Essex, $95 
down and $25 a month, wasn’t that it? 

Senator Harr. You have a man from Michigan here; speak kindly 
of all the deceased. 

Mr. Cassat. Speak well of the departed. [Laughter.] 

Mr. Cassar. Well, I know this, that starting with 1937 and 1938 
when those consent decrees were entered, gradually we overcame the 
resistance in those other lines until today we are doing more, a higher 
percentage of that business than we are entitled to, but we can’t get 
the General Motors business, and last year, in 1958, 40.75 percent of 
our new cars financed were Fords. 

Now, we cracked that market, don’t you agree? They only sold 
about 27 percent of that market, and that is what you can do if you 
just have an equal chance. 

Mr. McHveu. Do I understand your testimony to be, then, that you 
attribute your superior position today with reference to Ford and 
Chrysler products to the fact that there was by court order a separa. 
tion of those two companies from their finance affiliates ? 

Mr. Cassar. I do, and I submit to you, sir, that no other solution 
of this problem is possible except divestiture. 

Senator Harr. Conversely, in the event one or other of these majors, 
Ford or Chrysler, resumed their finance company operation, what 
would you expect to happen ? 

Mr. Cassat. Well, I am just out of business, I suppose, or go into 
the small loan business, or do something else. 

If they exerted the same degree of control over their dealerships 
that General Motors has been able to exert—I didn’t say how; I just 
talk about the results that you have seen here—if they were able to 
exert the same degree of control over their dealers that General Motors 
had, we would be out of business, at least we would have such an un- 
profitable business we couldn’t stay in it. 

Mr. Cuumpnris. Let me see if I have your figures correct: 19.6 per- 
cent of the cars that you finance, are General Motors, is that correct, 
19.6 percent ? 

Mr. Cassar. That is right, 19.76. 

Mr. Cuumpris. Then you did a little bit better than Mr. Latimer, 
who said all he could get was 7.2. 

Mr. Cassar. He was talking wholesale. 

Mr. Cuumpris. I think he combined it. 

Mr. Cassat. This is retail, this is new car retail. You can get a lot 
of new car retail from used car dealers who are bootlegging new cars. 
That is where I get most of mine. I have got to go out in the alley 
and get the used car dealers, to live. 

Mr. Cuumpris. Thank you, Mr. Chairman. 

Senator Harr. It has been suggested it would be helpful for the 
record if these figures that you have given us in your narrative were 
prepared and submitted in table form. 

Mr. Cassar. I shall be happy to do that, and I will send them to the 
committee. 

(The table referred to follows :) 
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Interstate Finance Corp.—s-year total, new car record, 1950 to 1954, inclusive 
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Senator Harr. May I ask here, did you state whether or not your 
business was restricted entirely to automobile financing ? 

Mr. Cassar. I didn’t state that. We have about 8 percent of our 
business in house trailers, and big trucks. Some of that comes from 
our automobile dealers, over-the-road units, stuff like that, 8 or 10 
percent. The rest of it is automobiles, but it is all locked together. 

I have one more little bit of information here that I think you 
will find of interest. 

You spoke awhile ago of the retail following the wholesale. Now, 
the wholesale goes where you can release the cars at the factory. If 
you can’t release the cars for a dealer, he isn’t going to let some- 

y else release them and pay them off and wholesale them with 
you, that is too much hard work. 

So our ability to release cars at the factory enters into this. And 
General Motors is very difficult at this point, that is, it is very hard 
to get them to okay your release arrangements. 

I want to tell you that I have had a recent survey made of our 
dealers. And, as I said, I think we do pretty well out in our territory. 
We dig deep for this business, hit pretty hard. And we now have 3 


percent of the General Motors dealers in our territory that we release 
ears for. And we think that is a tremendous amount—3 percent. 
We think that is something. Of course, they are mostly dealers in 
General Motors products that we started in busines with a capital 


loan, and are still loyal to us. But there are still 3 percent, and that 
is pretty good. 
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But this is hard to do. We ought to have the right to finangg j 
any dealer that wants us to finance him. <A dealer should not be g | 
vassal of his factory. et 

Senator Harr. What is the percentage figure you used? Did yoy Se 
say 3 percent of GM franchises in your territory do business with te 
you? 

Mr. Cassat. Yes, sir, 499 General Motors dealers in the three States a 
in which we operate. dae 

Senator Harr. I know that the word “right” is an elusive thing a 
And you just used it. But, in fairness, ought we not to include that 7 
at least 3 percent have the right to do business wherever they want} 

Mr. Cassat. They are exercising that right. I don’t know hoy i] 
long—I don’t know whether they will get their franchises renewed | 
next year or not. But, right now, we have 3 percent of them. sa 

Senator Harr. Does that—if you have any feeling for the figure i 
fluctuate dramatically any way, up to 10 percent, or down to 5 per. | } 
cent, or anything like that ? t 

Mr. Cassat. In 1955, when I put these figures in the record jp wh 
your committee, the figure was 2.84. It is now up to 3.01. We ap | thi 
making progress. : } 

Senator Harr. Spending some time at it, I take it? 1 

Mr. Cassat. Four more years. } 

Mr. McHveu. I have one question, Mr. Cassat. Could you tell on 
the subcommittee anything further concerning the difference in the | wit 
acquisition costs of General Motors Acceptance Corp. and those of 
yours ? ) 

Mr. Cassat. I would be very happy to. ‘nd 

Mr. McHvueu. Explain first what acquisition costs are and then the Mo 
difference. : } 

Mr. Cassat. Well, acquisition costs go up with resistance, of course, me 
Where we go out and knock at a dealer’s door for 5 years before we thi 
get anything, and then two or three more before we get it all, you | on 
could say it was more expensive than when somebody whispersina| Ap 
dealer’s ear when he signs his contract, and he proceeds to send it all | wa: 
in. Tsay that is quite a difference between those acquisition costsat | Gg 
this point. That is exactly what happens. | Ou 

Now, we have made a careful analysis of our costs, because we allo. | 40 
cate every dollar of our income and every dollar of our expensetd | — gop, 
some dealer, through a cost accounting system which has been de | gn 
veloped over a period of years. And we find that our acquisition cost | I 
runs 30 percent of our total cost. | a 

Now, [ find that Mr. Stradella put in the same figure in his appear- = 
ance before this committee in 1955, that GMAC’s acquisition cost was} 4) 
«bout 30 percent. My own opinion is that if that figure was putm,|} 4, 
it is just a figure that you are using for some purpose or other, | 


T don’t see a GMAC man traveling out to get business in my territory | 


once a year. They have got it made. Ger 
Mr. McHvuen. Could you enlighten us a bit as to just what kindof ane 
acquisition costs, if any, GMAC does have? porn 
Mr. Cassat. Oh, handling the business when it comes in. d 


Mr. McHven. This is paper transactions, you mean ? 

Mr. Cassat. Occasional contacts with dealers, three or four time 
a year. Telephone conversation about okaying deals that may bes Mo 
little off the regular standard run, and all that sort of thing. 
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Mr. McHveu. Is it possible, on standard principles of accounting, 
to allocate these costs specifically to this type of activity? 

Mr. Cassat. Yes. It is being done by a number of companies. 
Several of them have gone into this pretty heavily, because they want 
to know if any given dealer is making them any money, when he has 

ot so much wholesale, and his retail doesn’t amount to very much— 

they want to know whether they would be better off without that 
dealer. This enters into the decisions of management. So some of 
us have gone into this pretty heavily. 

Mr. McHven. Mr. Cassat, are you engaged in the business of fi- 
nancing off-the-road earthmoving machinery and equipment ? 

Mr. Cassat. No, we are not. We have never gone into that at all. 

Mr. McHvucn. You have never been in the business of competing 
in any of your finance business with Yellow Manufacturing Accept- 
ance Corp. ? 

Mr. Cassat. Only at the point of a few GM trucks, diesels. And, 
at that point, we just don’t figure. We let them have it. We don’t 
take anything over 36 months in a monthly payment deal. And, at, 
this point, they just go off and leave us. 

Mr. McHvuen. That business is financed on a much longer basis? 

Mr. Cassat. Much of it, yes. 

Mr. Fiurry. Mr. Cassat, do you know, generally, how the insurance 
on the purchase of new cars is handled? Are you generally familiar 
with the insuring of new cars? 

Mr. Cassar. In a general way, yes. 

Mr. Fiturry. Would you say that the same difficulties confront the 
independent insurance people due to the connection between General 
Motors and the insurance subsidiary of GMAC as it does to finances? 

Mr. Cassat. That is a very difficult question to answer. Now, let 
me say that 25 years ago it was a pretty generally accepted rule in 
this industry that you just didn’t finance unless you got the insurance 
on the car. Well, that went out the window years and years ago. 
Any purchaser has a right to order his insurance from anybody he 
wants to, under the laws of the State, as a rule. There are a few 
States, I guess, that don’t have that. But none that I operate in. 
Our insurance coverage under our own carrier is now down to around 
40 percent of the deals we purchase. The rest of it is handled by 
some insurance agent or other. And I think that is pretty general 
among the finance companies. They don’t coerce the purchaser. 

Mr. Frurry. That*is not what I am referring to, Mr. Cassat. My 
question is—does the connection between General Motors and the Gen- 
eral Motors insurance subsidiary have the same effect in the insurance 
field as the connection between General Motors and GMAC in the fi- 
nancing field ? 

Mr. Sa.aaae. Yes, it is similar. And yet there are some differences 
there. I know General Motors dealers that give their insurance to 
General Motors Insurance Co., and then they let them sell their fi- 
nance paper to a company they own themselves. They will do that 
sometimes. If they get the insurance, they will settle for that. 

_ Now, I want to call your attention to the fact that they have two 
insurance companies. I am sure you are aware of this. GEIC is 
owned by General Motors, a wholly owned subsidiary of General 
Motors. MIC, Motors Insurance Co., the biggest automobile insur- 
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ing company in the world, is owned by GMAC, as a wholly owneg 
subsidiary. But these two companies do a lot of business betwee, 
themselves. This is the passage of the subsidies or something, | 
don’t know what goes on. But there is a possible interchange of 
profits there that is enormous. 

Mr. Fiurry. It seems to me under that setup that the monopol 


power exerted might be even compounded, over what it is in the f. | 


nance field. 

Mr. Cassat. Well, I think the State regulation of insurance jg 
pretty good. I know whenever we get an outside insurance policy op 
a deal, and a fellow has a loss, and the company starts pleading ong 
thing or another, we just say, “All right, we will give you unt 
Tuesday or Wednesday or Thursday, and then we are going down to 
the insurance commissioner. You just suit yourself.” 

Mr. Fiurry. I understand you think, then, the State insuraneg 


laws are more influential with respect to this exercise of monopoly | 


power than the Sherman Act is on the Federal level. 
Mr. Cassat. No, I just say this is an area in which they have been 
regulating things for many years, and it is pretty well regulated. 


Mr. Fiurry. Just one other question, Mr. Cassat. On your table | 
1, which is taken from your appendix, just what does the red line in. | 


clude, the GMAC line? Does that include only new car financing or 


new and used ? 


Mr. Cassat. That is retail—the retail volume as shown in their | 


printed report. And the figures are on exhibit 1 of the appendix, in 
the second column. 

Mr. Fiurry. My question is—does that include financing of both 
new and used cars ? 

Mr. Cassat. Yes; all retail, no wholesale. All retail. 

Mr. Frurry. And that would also be true as to the black lines? 

Mr. Cassat. Right. This is total retail automobile installment 
credit extended by these companies, during the year, as shown by 
their printed reports or the Federal Reserve Board records. 

Mr. Fiurry. I just want to be sure they are comparable. 

Mr. Cassat. This, given a careful reading, is extremely well docu- 
mented. As you can well imagine, it was made to stand up against 
any assault. 

Senator Harr. Are there any further questions by either com- 
mittee or staff ? 

Mr. Cassat, thank you very much. You have-managed to make 
very vivid your explanation on these subjects. 

Mr. Cassat. Thank you very much. 

Senator Harr. It was my understanding that it was agreed that 
Mr. Steere would testify this afternoon, also. 

Mr. Steere, we welcome you. If you will give your full name and 
association to the reporter, you may make your statement. I believe 
you have one in hand. 


STATEMENT OF DAVID D. STEERE, CHAIRMAN AND PRESIDENT, 
ALLIED FINANCE CO., DALLAS, TEX. 


| Mr. Sreere. All right, sir. Mr. Chairman, I am David D. Steere, 
chairman and president of Allied Finance Co., a Texas-based _aute- 
mobile sales finance company doing business in Texas, New Mexico, 
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and Louisiana, with capital funds of approximately $10 million, and 
total assets of $30 million. While we are a small company, we have 
approximately 1,800 stockholders scattered all over the United States. 
Our preferred stock is held by about 30 institutions, life insurance 
companies, charitable, educational, and pension trusts. Our subor- 
dinated debt and long-term senior debt are held by approximately 
40 life insurance companies and trusts. And we do business with 
some 45 banks throughout the United States. 

While I am currently president of the American Finance Confer- 
ence of Chicago, a national trade organization of independent sales 
finance companies, I represent only Allied Finance Co. at this hearing. 

I am attending this session at your invitation and wish to testify in 
favor of Senate bills 838 and 839. It is my opinion that the owner- 
ship of GMAC by General Motors has promoted a monopoly in the 
financing of General Motors products, and that the formation of 
finance companies by the other automobile manufacturers would be 
of very serious consequence to the independent finance factor, whether 
it be a finance company or bank. 

Exhibit I—which you have on file there— 

Senator Harr. Yes. May I explain for the record, there has been 
tendered a series of exhibits, the first of which has just been mentioned 
by Mr. Steere. me 

Do you have additional copies? tat 

Mr. Sreere. Mr. Chairman, I could send you additional copies. 
But what I have here with me are the original letters from our files. 

Senator Harr. It will be understood, then, that the record, at the 
appropriate place, will include these exhibits. 

(The exhibits referred to may be found on p. 789.) 

Mr. Steere. Yes, sir. 

Exhibit I analyzes the retail and wholesale volume of business pur- 
chased from automobile dealers by Allied Finance Co. for the. 12- 
month period ending on October 31, 1958. During this period of 
time, 51.6 percent of our retail automobile volume, amounting to 
$7,391,000, was purchased from franchised dealers. Of this amount, 
only 4.5 percent was purchased from General Motors’ dealers for 
whom we carried the floor plan, and 10.3 percent was purchased from 
General Motors’ dealers for whom we did not carry the floor plan, for 
a total of only 14.8 percent, compared with General Motors market 
penetration of 45 percent in 1957 and 51 percent in 1956. During this 
same period of time, 54.7 percent of the company’s wholesale volume, 
amounting to $10,033,000, was purchased from franchised dealers, and 
only 5.8 percent came from General Motors’ dealers where we had 
factory authorized wholesale arrangements, and 3.5 percent came from 
General Motors’ dealers for whom we had floor planned used cars 
direct, for a total of only 9.3 percent. 

Exhibit I-A shows the number of General Motors’ dealers in the 
trade areas where Allied Finance Co. operates. I might say that 
we collected this information through our own branch managers in an 
actual count of the dealers in our area. Of the 231 dealers listed, 193, 
or 83.5 percent, carry their floor plan with GMAC and 172, or 74.4 
percent, sell their retail paper to GMAC. 

Exhibits II, ITI, [V, and V illustrate the procedure for setting up 
factory payment for wholesale for American Motors, Chrysler, Ford, 
and General Motors products. You will note that General Motors 
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requires more and longer forms than the others. In addition, these 
forms must be completed without the slightest error, or they will be 
returned with the request for a new set. We anticipate that each of 
our applications to General Motors will be returned at least once, 
based on our previous experience. To the best of our knowledge, we 
have never had our applications returned from American Motors, 
Chrysler, or Ford. 

Exhibits VI, VIT, VIII, TX, and X are actual case histories in. 
strating extreme difficulties we have encountred in either setting y 
factory approved wholesale financing, or in our relations with Gen- 
eral Motors in servicing the accounts. 

Exhibit VI concerns a Buick dealer for whom we submitted an 
application for approval on August 9, 1956. Additional documents 
were forwarded at the request of General Motors on August 27, 1956, 
and 2 days later, we were requested for additional documents which 
were forwarded on August 29, 1956. Finally, on September 17, 1956, 
39 days after original application, we received approval, together 
with all extra duplicate copies previously requested. In my opinion, 
this unnecessary delay by General Motors was instituted to discourage 
the dealer and to give GMAC time to try to sell the dealer on return- 
ing to them. 

Exhibit VII concerns a Pontiac dealer who recently came with us 
on January 5, 1959, but only after 214 months of unnecessary delays 
by General Motors, done, in my opinion, to discourage the dealer 
from doing business with Allied Finance Co. 

Exhibit VIIT concerns a Chevrolet. dealer where on three different 
occasions, and despite instructions, and contrary to normal procedure, 
General Motors mailed manufacturing certificates to Allied Finance 
Co. instead of to the dealer when the cars were shipped. In my 
opinion, this was done deliberately to make the dealer wonder if 
Allied Finance Co. had serious doubts about his credit standing and 
integrity, and thereby heln GMAC regain the account. 

Exhibit TX concerns a Pontiac dealer for whom we secured General 
Motors wholesale financing approval only after 7 months of unneces- 
sary delays. In my opinion, GMAC must have wanted this account 
prettv badly. Even after the wholesale arrangement was approved, 
the dealer incorporated, necessitating another delay of 36 days and 
another flurry of documents. 

Exhibit X concerns a Pontiac-Buick dealer for whom we submit- 
ted apnlication for wholesale financing to General Motors on June 4, 
1958. We were asked to draw up new application forms since we had 
used the word “sight draft” instead of “draft,” and “transportation 
charges” instead of “destination charges.” After submitting the new 
forms, we received a mimeographed form letter originally dated May 
1957, which advised us that we could change the wording on our forms 
without the necessity of making new ones. Had this mimeographed 
letter been used upon receipt of our application, the file would have 
been completed in a very short time. In my opinion, many corrections 
required by General Motors for other dealer accounts could have been 
handled without the necessity of completing an entire new set of 
forms, thereby eliminating the unnecessary delays. 

Had this mimeographed letter been received on receipt of our ap- 
plication, the file would have been completed in a very short time. 
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In my opinion, gentlemen, General Motors can put enough pres- 
sure on their dealers to control the financing if they really want the 
account. It is this monopolistic practice that will be cured by Senate 
bills 838 and 839, and I hope that Congress will pass them, in the 
interest of free enterprise. 

Senator Harr. We thank you very much, both for the statement and 
the exhibits. ys 

Perhaps you did mention it, but may I ask: When was your com- 
pany organized ? ; 

Mr. Sreere. It was organized in 1939. 

Senator Harr. From scratch ? 

Mr. Steere. Well, no. It was organized by Republic Insurance 
Co., of which I am chairman, also. It is a fire company, domiciled 
in Dallas, Tex. 

Senator Harr. You write automobile insurance ? 

Mr. Steere. Yes, Republic Insurance Co. does. And it organized 
the finance company in 1939 by declaring a stock dividend of $500,000 
to its own stockholders. From there on, it grew in its own fashion. 

Senator Harr. One of these bills you mention, of course, relates to 
the insurance aspect of the business. You, then, are familiar with the 

ractices relating to insurance in connection with financing automo- 

iles ? 

Mr. Steere. Yes, sir; that is right. 

Senator Harr. What would be—if it is at all possible to give us 
an estimate—the influence that would remain with General Motors if 
only insurance were prohibited from the manufacturer’s field of ac- 
tivity ? 

Mr. Sreere. In other words, you are saying that General Motors 
would have to divest itself of its wholly owned insurance subsidiary ? 
And are you also saying that the finance company would be divested 
of its insurance subsidiary ? 

Senator Harr. The point I am trying to get to is this: One of the 
two bills you recommend, that you endorse 

Mr. Steere. I want to say I am not a lawyer, and I just included 
both bills with the general intent that I would like to have something 
done by you professionals who know how to handle it. 

Senator Harr. I am a new boy from the country, too. 

One of the bills, as I understand it, relates to both financing and 
insurance. Another bill goes solely to financing. 

I am trying to get your impression, as one engaged in both fields, 
or in activities that bring you in touch with both fields—the extent 
that this pressure that you suggest is reflected by these incidents in 
the exhibits—if there remained to a manufacturer of automobiles only 
financing, not insurance. In other words, to what extent is the lever 
mesenec or lightened, the lever you suggest, that the manufacturer 

olds? 

Mr. Sreere. If I understand you correctly, General Motors would 
have to sell its—assuming it sold its wholly owned insurance subsidi- 
ary and the finance company, in turn, sold its wholly owned sub- 
sidiary. 

Senator Harr. Let me see if I can get to it by asking it this way. 

If a manufacturer—and in this case it is Genera] Motors, since these 
are the illustrations you have used—if a manufacturer was required 
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to divest its finance activities, but retained its insurance, how much 
lighter would this lever be ? 

Mr. Steere. Well, it would be tremendous. Of course, I am here 
primarily to testify in favor of the divorcement of GMAC from 
General Motors, because I think that is the big end of the problem, 
Of course, I think General Motors could control a certain amount of 
insurance if it were left with an insurance company. But I dont 
think that would be as important as the monopoly which, I believe 
it now enjoys with its finance company ? 

Do you agree with that? 

Mr. Cassar. Not asimportant. It would be an apparently unnatu.- 
ral relationship, wouldn’t it? 

Mr. Sreere. Yes. 

Mr. Cuvumeris. I just want to ask one question. Of the cars that 
you finance, in how many of those instances do you also sell the 
insurance ? 

Mr. Sreere. Allied Finance Co. owns an automobile physical dam- 
age insurance subsidiary, and of all of the business that we finance, 
approximately 50 to 55 percent is covered by insurance from our own 
subsidiary, and the remaining amount is written by stock companies 
through recording agents. 

Mr, Cuvumeris. Stock companies that you have no affiliation with? 

Mr. Sreere. No affiliation with, with the exception of this other 
affiliated company, the Republic Insurance Co., that organized the 
finance company, which writes approximately 5 percent of the volume, 
through recording agents. 

Mr. Fiurry. Could you give any estimate of the amount of insur- 
ance that your affiliated insurance company writes on automobiles 
financed by GMAC? 

Mr. Sreere. It is very nominal. In the first place, the insurance 
written in the sales finance business is not regarded with considerable 
favor by fire and casualty companies, such as I am connected with, the 
Republic Insurance Co. When the finance companies were first or- 
ganized, after the First World War, they burned the carriers to such 
an extent, that their market literally disappeared, and it was necessary 
for them to organize their own subsidiaries. And I think our under- 
writers in Republic Insurance Co., if they had a loss payable clause to 
Mr. Cassat over here, would probably cancel it. 

Mr. Cassar. Just me? 

Mr. Sreere. We don’t write much finance business. And, of course, 
most of it is controlled. And the business we would get would be the 
culls. So that is why the underwriters would leave it alone. 

Mr. Peck. Mr. Chairman, my only question at this point would be 
directed toward the materials contained in these exhibits which, from 
your statements, seem to have referred to pressures being brought by 
General Motors upon its dealers in order to sustain GMAC financing. 

Until I should have an opportunity to read those rather caretilte 
myself, I don’t think I ould have any questions. 

Now, I believe the chairman asked that perhaps you could submit 
carbon copies of these exhibits. 

Senator Harr. No, I didn’t. I suggested that the exhibits be 
included in the record at an appropriate point. 
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Mr. Srerre. Mr. Chairman, I can have these reproduced for every 
member of the committee by tomorrow morning. 

Senator Harr. Apparently that is desired and would be helpful. 
We will assume that we will get them. 

Mr. Sreere. Thank you very much, sir. Thank you, Mr. Chairman. 

Senator Harr. Any further questions? 

Mr. McHucu. Just one question, Mr. Steere. 

Have you or any of your company officials ever been told by any 
General Motors dealers that they are required or are expected to 
place their financing business with GMAC? 

Mr. Sreere. Yes, sir. 

Mr. McHueu. Could you tell us anything specifically about that? 
Who and when ? ; 

Mr. Steere. Of course, this is very delicate ground. I think pre- 
vious testimony would indicate it would be difficult to get dealers who 
are now making a profit, and whose life savings are invested in this 
business to testify against the source of their inventory. 

Mr. McHueu. Would you be willing to relate any experience, to 

our knowledge, without divulging the name of any dealers? 

Mr. Sreere. Well, many times we have offered General Motors 
dealers contracts that would make the dealer more money than he is 
now making from GMAC, and on terms considerably more favorable 
to the dealer, and have not been able to sign up the dealer, and have 
been told that the relationship with General Motors is too important 
to jeopardize by changing finance companies. , 

Mr. McHueu. We are not asking you to suggest the name of any 
dealer with whom you had this conversation. But do I understand 
your testimony to be now that you have been told, on various occa- 
sions, by GM dealers, that even though you might offer them terms 
which are preferable financially to them, they cannot do business 
with you because it is more to their advantage to do business with 
GMAC? 

Mr. Srerre. I think you are phrasing it perhaps a little stronger— 
not quite cannot, but prefer not to change a relationship with General 
Motors, and that if they did give us any business, they would still 
have to give at least half their business to General Motors. 

Furthermore, General Motors will only buy business on a repur- 
chase agreement, which would mean that if they sold business to us 
on a limited recourse basis, we would be getting the culls, and the 
good business that the dealer i$ endorsing would be going to General 
Motors. 

Mr. McHveu. Did any of these dealers at any time ever express 
to you the fear of possible retaliation, in any form, if they did busi- 
ness with you? 

Mr. Steere. I think it was implied. I don’t think it was spelled 
out to us. It is difficult to get a dealer to express himself on this 
subject with all his investment kind of on the block of the guillotine, 
as it were, and with a franchise that can be canceled at a moment’s 
notice. 

The factory man can make his life so unbearable that it just is not 
worth the added savings that we could offer him in sales financing 
to come with us, to put up with the inconvenience that factory men 
could give him in so many ways. 
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But our branch managers are contacting dealers every day. That 
is their job. We try to get as much business as we can. We never 
have been restricted as to capital. 

We have always been able to raise money to meet whatever busi. 
ness we are able to get. And despite our constant efforts, and in 
offering deals that are more attractive than General Motors is offer. 
ing to its dealers, we have not been able to get but this relatively smal] 
volume of General Motors business. 

Senator Harr, Mr. Steere, in your exhibit numbered 1, which js 
your 1958 retail and wholesale volume, and the breakdown of sou 
if I read it correctly, you show a much higher percentage of Ford 
than of Chrysler business, substantially higher than the relationship 
of Ford and Chrysler unit output in that year would suggest. 

Is there any reason, historic or personally, that would explain why 
you are able to generate that much more Ford paper than Chrysler? 

Mr. Steere. Well, I think that probably reflects the opinion of our 
credit department and operations department. I think we, as a com. 
pany, have probably favored Ford products over Chrysler. 

Senator Harr. Ina way Iam sorry I asked the question. 

Mr. Sreere. It does show, however, that we are vitally interested 
in Ford’s recent move to organize a finance company. You can see 
what would happen to us if Ford develops a finance company com- 
parable to GM/ é: , 

Senator Harr. Yes. Mr. Peck. ‘ 

Mr. Peck. Mr. Steere, in response to interrogation from Mr, Me. 
Hugh, it seems to me—please correct me if I have misinterpreted your 
statements—that the fear of retaliation from the automobile pro- 
ducers is pretty much an assumption on your part, based on their 
willingness to go along with GMAC rather than with your company, 

Mr. Sreere. That is not correct, no, because I would assume that in 
a free market a dealer has got just as sharp a pencil as I have got. 
And he will generally give his business to the company who will make 
him the most money and to the company who will provide the greatest 
amount of service, everything else being equal. 

So that I think it is fair to assume that if he turns down an offer 
that would make him more money, he has other reasons, other than 
those mentioned. 

Mr. Pecx. I had in mind the so-called dealers’ day in court bill, 
which was enacted, I believe, in 1956. I was just curious to know if 
you found that there was any difference in the dealer attitudes since 
the enactment of that bill? 

Mr. Sreere. When was that enacted ? 

Mr. Peck. I believe 1956. 

Mr. Steere. No, sir, I have not noticed any difference. 

Mr. Peck. Thank you, sir. 

Senator Harr. Are there any other questions by the committee or 
the staff? 

Mr. McHvueu. No. 

Senator Hart. Does the witness have anything to add? 

Mr. Sreere. Yes. In summary I would like to say that if Ford 
and Chrysler do go into this sales finance business, I think our com- 
pany and companies like ours will be forced into other lines of 
business. 
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Senator Harr. This theme has been suggested by other witnesses, 
as you undoubtedly heard this morning. 

Mr. Steere. Yes, sir. 

Senator Harr. For the committee, may I thank you very much for 
the preparation reflected in the exhibits and your statement. 

Mr. Steere. Thank you. 

Senator Harr. May I thank those who agreed to wait until tomor- 
row, too. As I understand it, tomorrow we will hear Mr. Jones and 
Mr. Whiteside and Mr. Conway, of those scheduled for today, and it 
issuggested that Mr. Conway open tomorrow. : 

If there are no further questions, we will adjourn to 10 a.m. to 
morrow. 

(Whereupon, at 4:05 p.m., the committee recessed to reconvene 
at 10 a.m., Wednesday, February 25, 1959.) 
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WEDNESDAY, FEBRUARY 25, 1959 
U.S. SENATE, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in room 
494 Senate Office Building, Senator Philip A. Hart presiding. 

Present : Senators Hart, O’Mahoney, and Dirksen. 

Also present: Donald P. McHugh, counsel; Peter N. Chumbris, 
counsel for minority ; Theodore T. Peck, special counsel for minority ; 
Horace L. Flurry, assistant counsel; and Gladys E. Montier, clerk. 

Senator Hart. The committee will be in order. 

We are resuming the hearings on two Senate bills with respect to 
automobile manufacturers participating in financing and insurance 
of the product. 

I would again thank all of you for staying over last night, I am 
sure at some inconvenience, but at great convenience to the committee. 

The first witness this morning is Mr. Conway of Wisconsin; if you 
will be seated, and give the reporter your name and your company. 

I note you have a statement, and we will be glad to hear it. 


STATEMENT OF FRANCIS J. CONWAY, PRESIDENT, THORP FINANCE 
CORP., THORP, WIS. 


Mr. Conway. My name is Francis J. Conway. I am president of 
Thorp Finance Corp. of Thorp, Wis. 

Senator Harr. Mr. Conway, it is likely that the easier way to pro- 
ceed will be to interrupt occasionally. If any committee member has 
a question, or the staff, at any juncture, I am sure you will permit us 
todo it. 

Mr. Conway. O.K. I organized and have been connected with the 
Thorp Finance Corp. since its founding 35 years ago. Thorp Finance 
Corp. is a sales finance company, engaged in extending credit for the 
purchase of automobiles. 

Thorp is a small town of slightly over a thousand population. My 
company has capital funds, including debentures, of abit $21 mil- 
lion, with total assets of $71 or $72 million. We operate about 72 
branch offices. 

I appear to testify in favor of legislation that would make it un- 
lawful for any corporation engaged in the manufacture or sale in 
interstate commerce of motor vehicles to own or maintain any facili- 
ties for financing the sale of any automobile manufactured by such 
corporation. 
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In my formal statement I plan to sketch very briefly, first, the 
structure of the automobile installment credit business; then, I sy 
pose to state the reasons why we favor the adoption of this legislation, 

Retail automobile installment credit is extended by two entire] 
different groups of financial institutions; one group is comprised of 
commercial banks, credit unions, small loan companies, and similar 
concerns. The other group consists of sales finance companies, A 
person desiring to obtain credit for the purchase of an automobile 
at retail may do so either by arranging with his bank or credit union 
for the funds; or he may obtain it from the dealer from whom he pur. 
chases the automobile. These two principal sources of credit both 
deal in the same commodity: money. But, because they enter the mar. 
ket through entirely different sources, their roles are substantially dif- 
ferent. 

I say they enter the market through different sources for the fol- 
lowing reason: The consumer who wishes to finance his purchase of 
a new car through a bank or credit union in the ordinary case ar. 
ranges for the source of the financing, that is, the particular bank or 
other lender, himself. While the dealer may perform some of the 

aper work required by the lender, in the ordinary case the customer 
isnself is responsible for obtaining the funds. The other situation 
is where the customer comes to the dealer, indicates his interest in 
a new car and expects the dealer to provide everything, including the 
financing. Here the dealer makes the choice of the ultimate holder 
of the purchaser’s obligation. In such situations most dealers make 
arrangements to discount their paper with a sales finance company, 
Accordingly, the industry with which I am connected depends al- 
most entirely on origination by the dealers of time sales financing. In 
short, we compete with other sales finance companies in the oppor- 
tunity to do a credit business with automobile dealers. 

Hence, the competitive area with which we are properly concerned 
today is the competition among sales finance companies to purchase 
automobile dealers’ time sales contracts. We are not here primarily 
concerned with the relationships between sales finance companies and 
commercial banks because the latter are not generally engaged in the 
business of purchasing retail automobile credit paper from automobile 
dealers. 

That is true to a certain extent; some banks are also very aggres- 
Sive in purchasing sales contracts from the dealers. 

Mr. McHvueu. Mr. Conway, excuse me, are there any statistics, any 
figures published, which show the extent of commercial bank activity 
in dealings with automobile dealers? 

Mr. Conway. I am sure that those statistics are published, but I 
don’t have them here available. I imagine some other witness here 
can give that. 

Mr. McHveu. That information is available? 

Mr. Conway. It will be furnished. 

Mr. McHueu. Are they figures of the Federal Reserve Board! 

Mr. Jones. We have it in the conference. That would be the per- 
centage that the banks do with dealers. 

Mr. McHvueu. From automobile dealers? 

Mr. Jones. Those are the figures, I am sure. 
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Senator Harr. Are the corrected figures shown on page 2 of the 
statement which Senator Lucas yesterday suggested we call exhibit 1 
of the witness, the booklet captioned “A Study of General Motors 
Acceptance Corporation's Position in the Installment Industry” ? 

At the foot of page 2 of that exhibit we do have those figures. 

Mr. McHvueu. These figures show the percentage of the total auto- 
mobile installment credit done by commercial banks, but doesn’t 
preak it down as to the percentage of the business which they placed 
with dealers, which is what Mr. Conway is talking about. 

But you say you do have that information available, Mr. Conway. 

Senator Harr. When received, the information will be made a part 
of the record. Please identify the source of the figures to be sub- 
mitted. 

Mr. Jones. Yes, sir. _ 

(The informat ion received may be found on p. 507.) 

Mr. Conway. I think you all have a copy of this statement, so that 
says showing the automobile installment credit extended by all finance 
sales companies as divided among the companies engaged in the busi- 
ness. In other words, that table shows the relative amount of busi- 
ness that the principal companies enjoy with all automobile dealers: 
GMAC, 41.0 percent ; C.I.T. Financial Corp., 14.0; Commercial Credit 
Corp., 9.5; Associates Investment Co., 9.0; all others, 26.5. 

Our business would be included in that 26.5. 

This table gives the proportions of the business done by the finance 
companies, including GMAC, with all dealers. But GMAC only 

urchases installment paper from dealers in General Motors auto- 
mobiles. If the equivalent figure is calculated for the business done 
by GMAC with General Motors dealers alone, we find that GMAC 
extends more than 80 percent of the automobile installment credit 
extended by all finance companies on cars manufactured by General 
Motors. 

In 1941, GMAC’s share was slightly less than 47 percent. In other 
words, whereas 10 years ago GMAC did less than half the retail 
financing done by all sales finances companies on General Motors 
cars, today it has more than four-fifths of that business. 

On July 28, 1952, a consent decree was entered against General 
Motors Corp. and GMAC. This decree, which became effective No- 
vember 25, 1952, terminated a suit filed by the Government on October 
1, 1940, seeking to require General Motors to divest itself of the owner- 
ship of GMAC. Previously, both General Motors and GMAC had 
been convicted in the U.S. district court, at South Bend, Ind., of 
conspiracy in violation of the Sherman antitrust law as charged in 
counts of indictments returned against the defendants on May 27, 
1958, and upon which conviction was had by jury trial on November 
17, 1939. 

The decree prevents discrimination against independent sales 
finance companies and directs General Motors to permit these com- 
panies, at the dealer’s request, to pay for General Motors cars at 
wholesale, and to give documents of title in connection with such 
payment. It also forbids General Motors from coercing its dealers, 
Inany way, to use GMAC. In my testimony here, I shall assume that 
GMAC has adhered to the terms of that consent decree. 
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Senator Harr. May I interrupt for a moment. Is a copy of this | 
decree already in the record ? 

Mr. McHveu. I do not think it is in the record, Senator, but |] 
think the subcomimttee has it in its files, and it will be put in th 
record before we finish. 

Senator Harr. All right. 

(The decree referred to may be found on p. 630.) 

Mr. Conway. Consent decrees containing similar prohibitions were 
entered against Ford Motor Co. and Chrysler Corp. The consey; | 
decrees against these two companies expressly provided that nothin 
in them should preclude Ford or Chrysler from acquiring and rp. 
taining ownership of any finance company. | 

Recent statements in the public press attribute to the Ford Motor | 
Co. the proposition that so long as General Motors is permitted to 
own a subsidiary engaged in the extension of automobile credit, Ford 
will itself have to engage in this business through a subsidiary. Your 
committee has not yet heard from representatives of the Ford Motor | 
Co. I am confident, however, that they will make an impressive 
showing as to the reasons why they find it necessary to invade this 
aoe If Ford goes into the business, Chrysler will no doubt shortly 

ollow. 

This committee, I presume, is necessarily concerned with attempting 
to discover the reasons for the rate of growth of GMAC. Accord. 
ingly, I shall now address myself to that question. 

There are primarily three aspects of competition for the sale of 
any commodities: quality, price, and service. The commodity with 
which we are here concerned is money. We can, therefore, eliminate 
all questions of quality. Obviously, the quality of one finance com- 
pany’s money is identical with that of every other concern. 

Turning to the question of price, from the figures that I have been 
able to obtain, it would appear that the prices charged by the inde- 
pendent finance companies are generally competitive with those 
charged by GMAC. There remains the one question of service. 

Mr. Cuumerts. May I interject at this point? You say the price is 
aS How do you determine whether the price is competitive 
or not ¢ 

Mr. Conway. How do I determine that? 

Mr. Cuumpris. Yes. 

Mr. Conway. Well 

Mr. Cuumerts. Let me put another question which may help you 
in answering the first question. 

You buy paper, you discount paper; is that correct ? 

Mr. Conway. Yes. | 

Mr. Cuumpnis. I believe one of the witnesses testified yesterday that 
it is just like anything anybody buys and sells. You work out the 
best possible agreement with the dealer. 

Mr. Conway. That is right. 

Mr. Cuumepris. Under that basis, since each case is determined on | 
its merits, how do you know that you will be competitive with GMAC | 
and the other finance companies? 

Mr. Conway. That is very simple, because there are a half dozen 
finance companies going in to this single dealer, and if our price was 
not competitive we would not get the business. 
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Mr. Cuumeris. Maybe for the record you can explain it a little 
further. When you say that five or six companies go to a dealer and 
try to get the business, 1s that in a lump-sum basis, or do you handle 
individual sales, one by one ? 

Mr. Conway. It is on a lump-sum basis, and also we go in to com- 
pete to get a single deal. 

Mr. alee In other words, if I went to buy a car from a dealer, 
and you wanted to get that paper, would you bid for my individual 
paper, or would you get it ina 

Mr. Conway. Generally we would get it—but our men go around 
and call on dealers every day. If we happen to go in this morning 
and you just bought an automobile and you are making out the paper 
and completing it, we would do our very best to get that one deal. 

Mr. Cuumpris. To get that one deal. 

Mr. Conway. Yes. 

Mr. Cuumpris. Then you may buy 10 or 100 at a time if you want 
todoso? Isthat the operation ? 

Mr. Conway. We have never bought 100 at a time, but 3 or 4 or 5 
at a time. 

Mr. Cuumpris. The reason I am asking these questions is so that 
the record will reflect the procedure in buying paper. 

Mr. Conway. Needless to say, it is a very competitive business. 

Mr. Cuumpris. Thank you. 

Senator Harr. Pursuing that a little, you have properly indicated 
in your statement that the committee may be seeking to discover the 
reasons for the rate of growth of GMAC. Mr. Chumbris has just 
had you explain the way you compete for paper, and you suggested 
that it is highly competitive. 

Assume I am a fellow who wanders in and wants to buy a car, and 
it is a $2,500 car. Are you in positon to tell us, to use the colloquial, 
where I get the best deal? You see, this committee is also, I am sure, 
concerned with discovering what the buying public, as distinguished 
from the dealer, is to find in these various sources of financing that you 
have already discussed. Are you able to tell us, or who is going to be 
able to tell us, because I want to know who gets the deal. 

Mr. Conway. Well, the dealer has our rate chart, and the purchasers 
will ask the dealer, “How much is this going to cost me? ow much 
are my payments?” And generally he asks, “At what rate is this?” 
And they are getting to be pretty well educated as to what they should 
pay and about what the rate should be. 

Seater Hart. Let me put it even more harshly. It is my suspicion 
that the buyer of a $2,500 car is not really as concerned as is this com- 
mittee with the ultimate effect of monopoly and the power of size. 

Mr. Conway. That is right. 

Senator Harr. And he really does not care whether it is a soulless, 
ay age or asmall loan company. 

r. Conway. That is right. 
‘ Denator Hart. All he wants to know is, “Where do I get the best 
uy ? 

Mr. Conway. In many cases that is true. 

Senator Harr. I would like to know, and see this record developed, 
where John Doe gets the best buy, whether GMAC, you, or some- 
body else. 
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Mr. Conway. Well, I do not say that our rates are lower than 
GMAC. I do not say that we even meet the rates in all cases, Tn 
some cases, our rates probably would be lower, and I know of othep 
companies in cities where competition is very keen, where the customer 
could probably get a little better deal from an independent than he 
could from GMAC. 

But GMAC is competitive. Their price is down there, and wil] 
compare favorably with any of us. 

Senator Hart. That is a very responsible statement from the wit. 


ess. 

All right, if you will just continue. 

Mr. Conway. Here it is much more difficult to obtain information 
or to formulate standards for comparing the service offered by GMAC 
with the independent finance companies. Fortunately, we are not 
completely without information as to GMAC’s service. I refer to 
the fact that on December 9, 1955, Charles G. Stradella, president of 
GMAC, testified before this same committee in the course of hearings 

ursuant to Senate Resolution 61 of the 84th Congress. ' This is what 

{r. Stradella had to say as to the advantages enjoyed by GMAC in 
its dealings with dealers in General Motors cars. I quote: 

In its association with General Motors Corp., GMAC may have had ad- 
vantages. In all probability, there are dealers who are influenced by the 
assurance of continuity of service, community of interest, fair treatment, et 
cetera, which go with the association. Lenders are influenced by the assurance 
of adequate capitalization, sound management and conservative financial poli- 
cies and practices. 

While it is my belief, based upon my long experience in this in- 
dustry, that there are additional reasons for the growth of GMAQ, 
I think those advanced by Mr. Stradella deserve the careful consid- 
eration of this committee today. Mr. Stradella clearly states that 
the association between General Motors and GMAC has played a key 
role in the growth of GMAC. 

As I have indicated, there are other reasons for GMAC’s advantage 

in addition to those advanced by Mr. Stradella. Dr. Simon Whitney, 
now Chief Economist of the Federal Trade Commission, has ad- 
vanced one other reason in his book, sponsored by the Twentieth Cen- 
tury Fund, entitled “Antitrust Policies: American Experience in 20 
Industries.” He wrote—page 450: 
_ Although many General Motors dealers finance through independent sales 
finance companies or banks, it is certainly true that many use GMAC for fear 
of antagonizing the automotive company. Since the finance business is in no 
sense a public utility, General Motors’ possession of a financing affiliate, but 
without any tying clause which requires dealers to uSe its services, cannot lead 
to an antitrust decree ordering separation except under some new antitrust 
interpretation. 

State briefly, I believe the two problems facing this committee to- 
day are to determine, first, whether it is in the best interests of the 
country to permit the largest sales finance company in the United 
States to continue to enjoy the advantages of association with the 
largest industrial corporation in the United States. 

Secondly, is it in the best interests of the country to permit the 
second and third largest manufacturers in a highly concentrated and 
the largest manufacturing industry in the United States to enter the 
automobile-financing business by founding new companies or pur- 
chasing existing competitors? 
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In your consideration of these problems, I assume that you are 
not concerned with whether or not the association existing between 
General Motors and GMAC or that contemplated between F ord and 
some other automobile finance company, violates, or would violate, 
any existing law of the United States. A 

There are those who argue that the combination of financing and 
manufacturing represented by GMAC violates present law. But 
the position of the Department of Justice in signing the Consent 
Decree of 1952 is that there is no violation. Therefore, without 
further legislation no relief from this situation will be forthcoming. 

The automobile manufacturing business is, as you know from your 
1955 study, highly concentrated. In 1958, General Motors produced 
approximately 50 pereent of all cars built in the United States, while 
Tord produced 30 percent and Chrysler about 15 percent. The re- 
maining 5 percent was produced by American Motors and Stude- 
baker-Packard. In other words, the three largest companies in the 
largest business in the country did 95 percent of the total. The ques- 
tion with which we are now confronted is, are these same three com- 
panies to be permitted to so conduct their affairs as to reach out for, 
and ultimately obtain, 95 percent of all the retail financing business 
of automobiles in the United States. 

Now, this next statement I think is the most important of all, and 
I call your special attention to it. 

The issues of economic and social policy raised by this proposed 
legislation transcend commercial rivalry between manufacturer-owned 
finance companies and these independent finance companies. I wish 
to emphasize that Thorp Finance Corp. is not here seeking the assist- 
ance of the Congress of the United States in its competitive struggle 
with GMAC for business. The proposed legislation would not re- 
quire GMAC, or any other finance company, to go out of business or 
to limit their respective rates of growth or otherwise to interfere with 
the competitive struggle between them and other finance companies. 

The principal object of this bill, as I understand it, is to place 
GMAC on an equal footing with its competitors in the struggle for 
automobile financing business. Thus, the bill would remove from 
GMAC solely those advantages which accrue to it by virtue of the fact 
that it is owned by General Motors; it would not remove a single 
advantage that GMAC derives by virtue of its enormous size and 
competitive strength. Thus, the proposed legislation is not an attack 
upon size itself. 

Mr. McHvuen. Mr. Conway, I think this is a very important ob- 
servation. What you are saying is that there is nothing in this bill 
which gets the General Motors Acceptance Corp. out of the business 
of financing automobiles. 

Mr. Conway. That is correct. 

Mr. McHvucu. You are simply saying the bill would require divesti- 
ture between General Motors and GMAC. 

Mr. Conway. That is correct. 

Mr. McHvuen. So the finance company could not use the leverage 
it gets from its association with General Motors. 

_ Mr. Conway. Not only its leverage, but the prestige and, well, the 
intimidation, let’s call it that. 

Mr. McHvuen. I think that raises some problems to which Senator 
Hart has already referred and with which the members of the com- 
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mittee and the public generally are pretty greatly concerned—asg ty 
what will be the effect to the consumer if GMAC is disassociated from 
General Motors, and what effect this will have on the lending policies 
of General Motors Acceptance Corp. 

Do you think that as a result of such a separation required by the 


bill that GMAC will be unable to engage in financing on the same | 


basis as it did before; that is, with reference to the charges and the 
rates which it quotes? 
Mr. Conway. No, I don’t think it will, because the business, or the 
companies in business at the present time, are meeting GMAC prices, 
Mr. McHvaeu. If this bill were enacted and this separation between 


- the producer and the finance company is required, do you think the | 


effect would be that GMAC would continue to quote the same kind 
of rates as it does now when it is owned by General Motors? 


Mr. Conway. Yes, I think that they would, because as I say, the | 


big companies in the business, the rates are just about the same as 
GMAC’s rates at the present time. 
Mr. McHven. It wouldn’t result in any increase in the rates? 
Mr. Conway. I would say that it would not result in an increased 
cost to the public. 


Mr. McHueu. You say you have been in this business some 35 | 


years, and therefore I am sure you may have some familiarity with 
what took place back in 1938 when the Department of Justice brought 
its suits, resulting in the separation of Ford and Chrysler from their 
finance affiliates, that is, CIT and Commercial Credit. 

Do you have any knowledge as to what the effect of those decrees 
were upon the financing policies of those companies? 

Mr. Conway. Well, I would have to just give you an opinion there, 
because practically our business was so small in those days that we 
couldn’t compare. 

Some of these other witnesses can tell you much more about that, 
Much of our growth has been since then. 

Mr. McHueun. So you have no information specifically on that? 

Mr. Conway. I wouldn’t have the specific information; no, sir. 

Mr. McHveu. I think other members of your conference may be 
able to testify to that point. 

Mr. Conway. Yes, sir; the next few witnesses can do that; yes. 

Mr. Fiourry. I would like to ask this question, Mr. Conway. Would 
not the reasonable effect of divestiture of GMAC-General Motors be 
to actually increase competition in the general financing field? 

Mr. Conway. That is right, yes, because they would be out after 
business from other companies, so I don’t think there would be any 
question that there would be an increase to the public. Probably the 
opposite would be more likely. 

Mr. Furry. In other words, now their financing is just confined 
to General Motors products, whereas if they were a separate com- 
pany, they would be competing for the business of all automobiles. 

Mr. Conway. That is positively true, sir. 

Mr. Cuumerts. Mr. Chairman, may J ask a question ? 

Senator Harr. Please do. 

Mr. Cuumpris. Let’s look at it from this point of view: A person 
doesn’t have a good credit rating and wants to buy a new car, and 
General Motors Acceptance Corp. is no longer a part of General 
Motors family. 
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How would that affect his ability to get a car and be able to sell 
the paper! : 

Mr. Conway. Well, GMAC has not been taking the poorer risks 
now. The poorer risks, those fellows who testified before me have 
testified to the fact that the bulk of their GMAC business they have 
in their files is business that was turned down originally by GMAC. 

Mr. Cuumpris. Then you feel that it wouldn’t affect the ability of 
ordinary individuals who cannot borrow money at a bank being able 
to get the car without worrying about the paper 

Mr. Conway. No, sir. 

Mr. Cuumpris. You have no hesitancy at all about that? 

Mr. Conway. No hesitancy whatsoever. 

Mr. Cuumepris. Thank you. 

Mr. Conway. We have the significant testimony of the president 
of GMAC, that there are advantages to GMAC arising solely by 
virtue of its association with General Motors. In other words, 
GMAC has competitive advantages that arise not by virtue of supe- 
rior oars or lower prices, but solely because it is tied to the apron 
strings of the largest industrial corporation in the world. And I 
have little doubt that the same aa advantages that now accrue 
to GMAC by virtue of its ownership by General Motors would also 
accrue to a Ford finance company, if it acquires one, by virtue of 
its corporate connection with the Ford Motor Co., and the same would 
be true of any company to be acquired by Chrysler. ; 

There is a larger aspect to the problem apart from the competitive 
disadvantage in which the independent finance companies are placed. 
General Motors is constantly increasing its share of the automubile 
business. 

Mr. Cuumepris. Could you explain why, on that chart yesterday, 
General Motors showed a tremendous gain from 1952 on, much higher 
than the market? General Motors has gained 42 percent to approxi- 
mately 50 percent of the market of automobiles. 

Mr. Conway. I can’t explain that except they were aggressive in 
that period and went out after it, and they got a larger share of their 
own market and they were after the business. 

Mr. Cuumpris. But there must be some compelling reason, because 
Universal C.I.T. and Commercial Credit Co., which are very large 
automobile financing companies, show a slight decline over the period 
from 1952 to 1957, whereas General Motors has gained tremendously 
from 1952 to 1957, from approximately 29 percent to 41 percent. 
There must be some compelling reason for that. 

Mr. Conway. Well, General Motors felt relieved by that consent 
decree, and they really went to work after that consent decree. 

Mr. Cuumeris. But according to you, you said you knew of no 
reason why General Motors has not met up with that consent decree. 
That consent decree definitely states there shall not be any collusion 
ae the dealer and GMAC, and other provisions in the consent 

ecree. 

You would think that the consent decree would force down their 
business rather than increase it. 

Mr. Conway. Well, in the first place, I said that—— 

Mr. Cuumpris. We are seeking information now. I mean, the 
question may look like it is leading in a certain direction, but the 
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record has to show the answer to these questions in order for Congres 
to judge these two bills. 

Mr. Conway. Well, I said that I was assuming that General Motor 
complied with the consent decree. I am not stating that as a state 
of facts. 

Mr. Cuumeprts. Do you have any evidence otherwise? I think if 
you do, you should present it. 

Mr. Conway. There has been evidence introduced, and there yjl] 
be more evidence introduced that they have not abided by the congen; 
decree. 

Mr. Cuumpris. No further questions, 

Mr. Conway. Over the years Ford and Chrysler have been loging. 
American Motors and Studebaker-Packard have had a revival] }p. 
cause of their ability quickly to change to the production of a smal] 
car. 

General Motors is expanding in all directions. It can enter into 
any new manufacturing enterprise with the same competitive ad. 
vantage, due to its control over financing, that it has in the automobil, 
industry. Right now it is lowering its rates in some areas to meet the 


competition from banks which buy paper directly from the dealers, | 
It has found that it does not have to completely meet that competition | 


but only to approximate the bank rate. This is because a dealer has 


his life savings tied up in a franchise which General Motors can termi. | 
nate after a brief period. He does not need to be threatened. The | 
insecurity of his future is enough to make it unwise not to do a sub- | 


stantial part of his financing with GMAC. 
It is significant to note that this tremendous financial power is tied 
in with the sale of the product of a manufacturer who already domi- 


nates the field and whose share of the entare business is constantly in. | 


creasing. This financial power is used for the purpose of inducing 
dealers to finance with GMAC. There is no question about that. 
If the largest bank in the United States combined with the largest 
manufacturer and agreed only to finance purchases of that manv- 
facturer’s products it would violate every principle of the antitrust 


laws as I understand them. The only difference between that situa. | 
tion and the situation which exists at present is the fact that GMAC 


is a subsidiary of General Motors and not an indepedent. But this | 


difference is not an economic difference. The result is the same asif 
it were an agreeemnt between the Bank of America and some manw- 
facturer. 

Now, we have already pointed out that a dealer whose financial 
future depends upon a long-term continuation of his franchise would 
not dare risk good relations witli General Motors by declining to 
finance with GMAC. 


There is another angle to the picture. In the retail automobile 


business there is generally either a short supply of new cars or am 
oversupply of new cars. The dealer either wants the factory to ship 
him more cars or he wants the factory to hold up shipments. Having 


this in mind, any dealer, being a practical man, would hesitate to | 
sever a relationship with the General Motors family, particularly with | 
respect to financing through GMAC. This may not be illegal coercion. | 
I am not a lawyer. But it is certainly coercive in every practical | 


sense. 
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Thus a new devise has been discovered which offers unlimited possi- 
bility for future concentration of economic power. We respectfully 
submit that Congress fill this gaping hole in the dyke against 

oly. 
wansator Harr. Mr. Conway, thank you very much. We have inter- 
rupted you with questions, and I am sure there remain a few. 
ihe growth of your company, as described, has covered a period 
of some 35 years, I think you said. 

Mr. Conway. About 35 years. | 

Senator Harr. Do you engage in activity other than the financing 
of automobile paper ¢ 

Mr. Conway. [ am glad you asked that question. Yes, we do. I 
do not think there is any company of our size that has as many differ- 
ent sources of business. 

We make direct loans, and we are very extensively engaged in the 
financing of mobile homes. We also have done a large business in 
the fiancing of dairy cattle. The automotive business is not our 
entire business. 

Senator Harr. What percentage of your business would you feel 
isreflected by automobile financing? 

Mr. Conway. About between a half and a third. Between a third 
and a half. 

Senator Harr. Did you begin as a company aimed primarily at 
automobile financing ? 

Mr. Conway. I began as a company, I organized the company to 
finance the local Ford dealer who was in our little town of Thorp. 

Senator Harr. Was C.1.T., the Ford affiliate finance company in 
existence at that time ? 

Mr. Conway. Yes. Yes. It had dealers. But this Ford dealer 
that I financed was a local fellow there, and he happened to be a very, 
very successful businessman, but he could not read or write. 

Seat Harr. Almost every automobile dealer is a local fellow, is 
he not ? 

Mr. Conway. No, no. 

Senator Harr. Most of them are though. 

In any event, your initial growth was not impeded by the existence 
of the Ford affiliate? 

Mr. Conway. No; this was before Universal started. I started in 
1925. Universal was not organized then. 

Senator Harr. In response to my first question, the record should 
show now that you began at a time when the Ford Motors finance 
affiliate, if that is the way to describe it, was not in existence. 

Mr. Conway. That is right. 

Senator Harr. And you were financing that local Ford dealer for 
how many years before Universal began ? 

Mr. Conway. From 1925 to 1929. 

Senator Harr. In 1929 or thereafter, did you lose the business with 
this local Ford dealer ? 

Mr. Conway. No, sir. 

Senator Harr. Did you develop business with other Ford dealers 
after 1929 ? 

Mr. Conway. No, sir; not until long after that. We just ran this 
little one-horse deal there for quite a few years. 
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Senator Harr. I do not know whether you have indicated this | —¢hat. 
not, but what is your net worth, roughly ? opert 
Mr. Conway. Our net worth is about $11 million, excluding debep. a 
tures. About $21 million including debentures. ously 
Senator Harr. What return do you currently have? ls 
Mr. Conway. I made a return last year of 13 percent on total net bill 1 


worth. hibit 
Senator Harr. Thirteen percent ? of fu 
Mr. Conway. Yes, sir. them 
Senator Harr. The committee has just noticed the arrival of the 11 
distinguished chairman of the Senate Foreign Relations Committee prom 
Senator Fulbright. 1 aed: 
Senator Fursrient. Mr. Chairman, I have a very distinguished is to 
banker from my State here. I was hoping I might introduce him ty busir 
the committee. Gene 
Senator Harr. We would welcome it. Corp 
Senator Futsrieut. He has never appeared before this committe, | of Gi 
and he is awed by the dignity of the committee. . Ou 
Senator Harr. He certainly is not when he looks up and discovers has ¢ 
that the acting chairman is awed, too. [ Laughter. | | depa 
Senator Futsricut. Would it be intruding too much if I couldintr.} —_yehic 
duce him and he could be allowed to make his statement ? TI 
Senator Harr. Indeed not. | total 
I wonder if you would permit us, Mr. Conway, to excuse you for, from 
few moments. | tract 
Mr. Conway. All right. ing 
Senator Harr. Senator Fulbright is recognized. We welcome your} comy 
presentation, Senator. fore! 


Senator Fursricnr. Mr. Chairman, Mr. Charles B. Whiteside js | W 
vice president and director of the Merchants National Bank of Fort; _licite 
Smith, Ark. He will speak for himself, of course, but I might say|  duri 
that his isa remarkable bank. I believe in 1933, when banks were hay- foun 
ing great difficulty, it was about the only bank, I think, in several} of tl 
States in that area which was so liquid that it did not close. Itisan| deal 
extraordinarily successful financial institutions, one of the oldest and | of its 
best in the whole area. ber 

I think Mr. Whiteside has a story from his own experience which | pows 
would be of interest to this committee. I would like to vouch forhis | can¢ 


integrity and his honesty. I believe he will enlighten this committee D: 
on the subject which is now under inquiry. Mot 
Senator Harr. We are honored, sir, that you would join us, and | _ bette 

I hope you may feel free to stay. Eacl 
Senator Futsricur. I have an appointment at 11 o’clock soI wil | mob’ 
have to leave. ; noG 
Senator Harr. All of us are conscious of the burdens imposed on Tl 
you. com: 
Mr. Whiteside, if you will develop your statement. Gen 
traci 


STATEMENT OF CHARLES B. WHITESIDE, VICE PRESIDENT AN) | such 

DIRECTOR, MERCHANTS NATIONAL BANK, FORT SMITH, ARK » T 

-| ae 

Mr. Wurresipe. I have been in the financing and consumer credit | ing 

business, Mr. Chairman, continuously for more than 20 years. || furt 
started with Commercial Credit Corp. in 1936. After 314 years with 
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that company, I resigned and established a similar consumer finance 
operation as a department of Merchants National Bank of Fort Smith. 
I have been manager of its automobile finance department continu- 
sly since. 

oem here to urge the passage of Senate bill No. 838 and Senate 
bill No. 889. As I understand them, these bills are designed to pro- 
hibit a manufacturer of motor vehicles from engaging in the business 
of financing the sale of motor vehicles and the business of insuring 
them. 

I understand the purpose of the bills to be the preservation and 

romotion of competition in the business of insuring motor vehicles 
and financing their purchase by dealers and consumers. Their aim 
is to prevent motor vehicle manufacturers from monopolizing the 
business of motor vehicle financing and insurance in the manner that 
General Motors Corp. and its subsidiary, General Motors Acceptance 
Corp., have practically monopolized the sales financing and insurance 
of General Motors dealers. 

Our small bank is located on the western border of Arkansas, and 
has deposits of approximately $30 million. Its automobile finance 
department is engaged in providing complete financing for motor 
vehicle dealers in our sections of Arkansas, Oklahoma, and Missouri. 

This department handles between 45 percent and 50 percent of the 
total loans of our bank, which average $10 million. We purchase 
from our motor vehicle dealers an average of $1 million worth of con- 
tracts per month. Sixty-five percent to seventy percent of our financ- 
ing of motor vehicles sales is with Ford dealers. The balance 
comprises Chrysler, Dodge, Plymouth, De Soto, American Motors, 
foreign cars, and independent or used car dealers. 

We have no General Motors dealer accounts at all. We have so- 
licited the financing business of General Motors dealers continuously 
during the existence of our automobile finance department, but have 
found it impossible to obtain these accounts. In my judgment some 
of the reasons are (1) the manufacturer controls the identity of its 
dealers and the duration of their franchise, (2) it controls the number 
of its dealer franchises in each locality, and (3) it determines the num- 
ber of cars and trucks delivered to each of its dealers. With this 
power of business life or death over each of its dealers, it obviously 
can control the conduct of their business. 

Dating back to 1939, we have been unable to obtain any General 
Motors dealers business, although in many cases we have equaled or 
bettered General Motors Acceptance Corp.’s rates, plans, and services. 
Each of the other two banks in Fort Smith are engaged in the auto- 
mobile finance business in substantial amounts. They, likewise, have 
no General Motors dealer financing accounts. 

There are, of course, some sporadic and temporary exceptions, most 
commonly where a General Motors dealer is in financial difficulty and 
General Motors Acceptance Corp. does not desire to purchase his con- 
tracts on this account. I, personally, have had experience with two 
such case histories, 

The first was a Chevrolet dealer I had known for years. He ex- 
perienced a severe financial setback. He came to me for help, report- 
ing that General Motors Acceptance Corp. declined to finance him 
further. I knew the man to be of strong character and ability. We 
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agreed to finance him, and did so. In the course of 3 years he had 
restored his dealership to a healthy financial condition. 

Shortly thereafter he reported to me that a representative of Gep- 
eral Motors Acceptance Corp. was again soliciting his account, He 
later notified me that GMAC’s representative had told him to tender 
his financing to GMAC “or else.” Those were the dealer’s words ag 
reported to me in person. 

Now, of course, I don’t know what “or else” meant. However, we 
were thereafter offered no more finance business by this dealer ag lone 
as he remained a Chevrolet dealer. Several years later he sold his 
Chevrolet franchise and bought a Ford franchise and immediately pe. 
turned his financing accounts to us. We are still financing him jn 
his Ford dealership. : 

The second case was a dealer we financed over the years, first in the 
appliance business, then as a used car dealer, then as a Willys Jeep- 
Hudson dealer, and then as a Kaiser-Frazer dealer. He then pur. 
chased a Buick franchise. We were ready and anxious to finance him 
in this last enterprise, knowing his character and ability as proven over 
the years. 

We spent several weeks in correspondence by telephone, telegraph 
and mail with General Motors with reference to our handling this 
Buick dealer’s new-car, wholesale, and retail installment paper. Gen- 
eral Motors’ Oklahoma City Zone Office had received all of the exe- 
cuted form letters and agreements from our bank for handling his 
wholesale shipments. These agreements were on General Motors 
forms and provided that General Motors could suspend or discontinue 
shipment of cars to this dealer, on the basis of our bank’s guaranty 
of payment, at their sole direction at any time without notice. 

The dealer then reported to me that 1 week before the first load of 
new cars were due to be shipped, a General Motors representative 
called on him and explained to him that all good General Motors 
dealers did their finance business with General Motors Acceptance 
Corp., and that General Motors preferred it that way. Further, that 
General Motors dealers using General Motors Acceptance Corp. whole- 
sale and retail financing received more cars and had no trouble with 
special orders. 

Mr. McHveu. Mr. Whiteside, may I interrupt you at this point in 
connection with your story, and ask you whether or not the General 
Motors representative referred to here was a representative of the fac- 
tory, the General Motors Corp. ? 

Mr. Wuiresive. General Motors Corp. 

Mr. McHueu. Not GMAC. 

Mr. Wurresipe. Not at that time, no, sir. 

He reported the above to me in our office in Fort Smith with great 
embarrassment and almost tearfully, which was understandable in the 
light of our long business relationship. I told him that I understood 
his position and wished him well. We haven’t had any business from 
him since that day. 

Under these circumstances, I am sure you can understand why we 
desire to raise our voice, small as it is, against the formation by 


manufacturers of additional, similar combines tending to monopoliz 


the finance and insurance accounts of their dealers. 
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I believe, without the passage of these two important bills, General 
Motors will continue with GMAC; Ford will launch FMAC; Chrysler 
will embark a CMAC; following which independent finance com- 

anies and banks will be out of the motor vehicle finance business for 
all practical purposes. , 

Mr. Chairman, I want to thank you for the opportunity to appear 
before the committee, and I hope I have given you some insight into 
the problems of the independent consumer credit banker. 

Senator Harr. Thank you very much, Mr. Whiteside. _ 

Very shortly after you started your statement, the committee was 
‘ined by the distinguished minority leader, Senator Dirksen, of 
{llinois. ' . : : 

You did not hear Senator Fulbright’s introduction of Mr. White- 
side, Senator Dirksen he is with a bank that was so liquid in 1933 
that it could not close, Senator Fulbright told us. That suggests 
the credibility of the witness, at least in a financial capacity. 

Senator, do you have any questions of the witness? 

Senator DrrKsEN. Mr. Whiteside, assuming that one or both of these 
bills, or a combination or compromise, were actually enacted into law, 
what do you think would be achieved? What do you think would be 
its impact upon the general finance business of the country ? 

Mr. Wuitesipe. Well, sir, I think this: that first there would be the 
separation from General Motors, the manufacturer, of GMAC, which 
would not put GMAC out of the finance business but would overcome 
the inherent advantages they have in the dealers they do business with, 
financing General Motors dealers. 

Senator Dirksen. Would it not put them out of the finance 
business ? 

Mr. WuiresipE. No, sir. 

Senator Dirksen. What do you think would be the delimiting effect 
upon them ? 

Mr. Wuirtesipe. Sir, I would not testify against GMAC to put them 
out of business. I just want to have the chance to do business with 
some of their General Motors dealers. 

Senator Dirksen. Section 2 of Senate 838 says: 

It shall be unlawful for any corporation, its subsidiaries, officers, or employees, 
éngaged in the manufacture and sale in interstate or foreign commerce of motor 
vehicles, or any person or corporation which acts for and is under the control of 


such ccrporation, to own or maintain any facilities for financing the sale at 


wholesale or retail, of any type of motor vehicle manfactured by such corpora- 
tion. 


What do you think the effect of that language would be? 

Mr. Wuitesine. Sir? 

Senator Dirksen. I say, what do you think the net effect of that 
language would be: that you can not own or maintain any facility for 
financing the sale at wholesale or retail of any type of motor vehicle? 

Mr. Wuiresipe. I do not think that would have any effect on what 
T have testified to. 

Senator Dirxsen. I am trying to get your estimate of what this 
bill is going to do. 

You see, that is the residual question we have to work out. If that 
goes on the statute books, what is it going to do? 
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Mr. Wuiresipe. Well, it will free up the competitive status of the 
finance business, especially General Motors and GMAC, and it wij} 
prevent, as I understand it, the Ford Motor Co. from establishing 
Ford Motors Acceptance Corp., which would probably operate in the 
same manner, and likewise Chrysler Corp. forming their CMAG 
which would just take us out of the finance business. 

Senator Dirksen. Would it be fair for me to say for the record 
that one of the purposes of your testimony is to secure the enactment of 
one or both of these bills in order to prevent Ford Motor Car (Co, 
from going back into the financing business ? 

Mr. Wurresipe. Yes, sir. 

Senator Dirksen. That is one of the purposes you have in mind? 

Mr. Wutresipe. Yes, sir. 

Senator Dirksen. An underlying purpose, of course, is the motive 
that you do not want that kind of competition, is that it ? 

Mr. Wuitesipr. Well, I would not say that it was competition, be- 
cause I do not believe that GMAC is competition to us. 

As far as competition is concerned 

Senator Dirksen. Let us speak first of Ford. They are out of the 
business now ? 

Mr. Wuirtesipe. Yes, sir. 

Senator Dirksen. You do not want them to come back into the 
business ? 

Mr. Wuirtesine. Not in the finance business; no, sir. 

Senator Drrxsen. You tell us why you do not want them in the 
business. 

Mr. Wurresipe. Well, I say I do not want them back in because it 
would be a manufacturer-controlled finance company, putting another 
manufacturer back into the banking business, and if it is to be on a 
similar basis as General Motors and GMAC, that was the point I was 
trying to make, sir. 

Senator Dirksen. You see, one of my difficulties with this legisla- 
tion is toclearly understand the philosophy behind it. 

The title of this bill is “To fortify the antitrust policy of the United 
States against concentration of economic power.” 

That is another rather felicitous way of saying bigness in industry, 
and the usual attitude is that bigness is synonymous with badness. I 
would hate to embrace that idea, that because an institution is big that 
it is bad. This says to “fortify the antitrust policy,” and, therefore, 
we shall say in the law that it is unlawful for a manufacturer of 
motorcars to own, directly or indirectly, any facility for financing at 
wholesale or retail any type of motor vehicle manufactured by the 
corporation. 

So I think you have been very candid in saying you do not want 
Ford Motor to go back into the finance business. 

Mr. Wuiresipe. That is right, sir. 

Senator Dirksen. And I would have to candidly assume the reason 
you do not want them in business is that you do not want that com- 
petition ; if that is a fair assumption. 

Senator Harr. Mr. Whiteside, may we make this additional as- 
sumption, that the kind of competition you do not want from Ford is 
the kind of competition you describe with respect to that Chevrolet 
and Buick pair in Arkansas? 
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Mr. Wurreswwe. Well, I do not mean to say, sir, that we mind the 
ition. sie 
OE etOr Harr. I referred to the kind of competition. , 

Mr. Warresioez. The kind is what we are objecting to; yes, sir. _ 

Senator Harr. The committee is to understand that you have cited 
two examples of the kind of competition which you protest, referring 
to a Chevrolet and a Buick franchise holder. In response to Senator 
Dirksen’s questions, you are saying, I take it, that you do not want 
that kind of competition with a Mercury or Lincoln dealer. 

Mr. Wurresipr. That is correct ; yes, sir. 

Senator Dirksen. I may fairly assume, along the same line, that 
you would not want Chrysler to go back into that business; is that 
correct ? : 

Mr. Wurresive. Yes, sir; that is correct. ; 

Senator Dirksen. General Motors is in that business, and what 
would you like to see achieved with General Motors is to get them out 
of that business ? ae 

Mr. Wurresipe. I would like for them to be on the same competitive 
basis that we are, Senator. 

Senator Dirksen. Don’t you believe this language puts GMAC out 
of business ? 

Mr. Wuiresiwe. Not out of business. It simply, I think, would 
break up the combine of General Motors and General Motors Accept- 
ance Corp. 

Senator Dirksen. I wish somebody would explain to me exactly 
what section 2 means. 

If this were on the books, and this becomes a statute that is enfore- 
ible in the district courts of the country, through injunctive and 
restraining processes, you could say to Chrysler, Ford, General Motors, 
or anybody else: “Look, it is unlawful, since you manufacture motor- 
cars, that you sell in commerce, for you to own or maintain any facil- 
ity for financing the sale at wholesale or retail of any type of motor 
vehicle.” 

I just want to know what the impact of that is. Ford and Chrysler, 
are not in the financing business, as you very candidly stated, and 
you do not want them to go back into the business. General Motors 
isstill in that business through GMAC. 

Mr. Wuiresing. Yes, sir. 

Senator Dirksen. What would be the impact of this language on 
GMAC? You say it would not put them out of business; what does 
it do? 

Mr. Wuiresipe. Well, it simply makes GMAC an independent 
finance company and puts them on the same basis that we are on to 
get business. 

Senator Dirksen. Well, now, let us assume that GMAC is divorced 
from General Motors so that General Motors does not own GMAC. 
But let us assume also that they operate as an independent finance 
agency and are still substantially as big as they are at the present 
time, and do get that business. Then what will be your attitude? 

Mr. Wurrestpr. We just—that is exactly the kind of competition 
that we fight all the time, and we would welcome that; yes, sir. 

Senator Dirksen. You would not like it, would you? 

Mr. Wuiresipe. Sure: yes, sir. 
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Senator Dirksen. You mean you would like that kind 
competition ? 

Mr. Wuirtesingz. Well, that is part of this business; yes, sir, 

Senator Dirksen. So you just want to divorce the finance company 
from the motor company. You do not care how big they are? 

Mr. Wurtresive. That is right. 

Senator Dirksen. You do not care whether they do all of Gep. 
eral Motors’ business. Suppose they just went out and floated , | 
bond issue and raised the money and carried on just as they do gt | 
the present time, and GM would say to them, “Well, look, you hays 
been handling this before. You have the technique, and the knoy. 
how, and you have all these agencies in the field now, so while we 
do not own you, we will still suggest that this be financed through 


you. 
~ Will that improve the situation any? 

Mr. Wurresipe. Well, sir, in our local situation, and throughont 
the country, it would; yes, sir. It has been a matter of service, and 
the friendship enters into this, too, because we have many friends jp 


the finance department of the bank, who are General Motors dealer; | 


who do not do business with us. mi 
It would put all of us on a competitive basis. 


Senator Harr. May I ask if 1t would not have an additional ef. 


fect in that GMAC then might, would it not, go after Ford and 
Chrysler paper ? 
Mr. Wurresipe. Yes, that is correct. 


Senator Harr. Is it not conceivable if that is the case that GMAC, 


as a consequence of this, could grow bigger still? 
Mr. Wuirtesipe. It possibly could; yes, sir. 


Senator Harr. To which you have no objection, I understand! | 
Mr. Wuiresipr. Well, I am operating under the assumption in | 


our particular case that they would possibly be losing some of the 
General Motors dealers to other finance people, and if they can do 
that on a fair basis, that is exactly what we would like. 


Senator Harr. You would be willing to wrestle with them on that | 


basis, provided they are not owned by GM, in addition? 

Mr. Wuiresipe. Yes, sir. 

Senator Harr. Senator Dirksen indicated some possibility that 
there was ambiguity in the language of section 2. 

Senator Dirxsen. There is no ambiguity; this is just as clear 
a crystal to me. 

Senator Harr. I was surprised. I never realized we had that 
question until the questions were asked. 

Senator Dixsen. There is no ambiguity. I just wanted to find 


out what was in Mr. Whiteside’s mind, what it meant to him and | 


what it meant to me, because it is a pretty solemn business to puts 
restriction of that kind on the books, You have to be pretty sur 
of your philosphy, and its consonance with our whole economie 


scheme, because if we are going to put something arbitrary on the | 
books, and virtually declare that bigness is badness, and do it by | 


solemn law, we are in a horrible fix. 


Now, then, what will be the next step if this were done? I notice , 


that since 1949 commercial banks handled automobile paper in it- 
creasing volume from 39.6 to 43.2. Will we then have to amend this 
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statute and say that all banks that do X percent of their capital 
account in installment paper shall be marched up on the line? Do 
we do that then, and say they have gotten too big in this field, that 
makes them bad, therefore we have to stop them? 

Mr. Wurreswwe. Well, sir, I was not speaking in terms of bigness. 

For example, when CIT had their connection with the Ford Motor 
Co., and they separated, they did not go out of business. They are 
still growing bigger and, by the same token, that is why we would 
not have any objection as to size. 

Senator Dirxsen. I think that it is socially bad, economically bad, 
philosophically bad, that a company that does a legal business of 
making and selling cars In commerce cannot insure and finance those 
same cars. That is a difficulty that disturbs me a good deal. 

It is like all these punitive things we do about the liquor industry. 
You see, I live out in a distillery area, as my distinguished friend, 
former Senator Lucas, knows. We inveigh against it. There are bills 

nding to make it unlawful for the liquor companies to advertise on 

V and radio. I do not know that they do. I think the only thing I 
have ever seen advertised was wine and beer, but I have no notion that 
hard liquors have ever been advertised. But there are people who 
want to stop it, and there are bills pending to prohibit the serving 
of liquor on an en 

Well, you are dealing with a legal industry, and I am just won- 
dering how you disassociate these Sppeperiee one with another. 

Here it is perfectly lawful to manufacture an automobile, perfectly 
lawful to make it up on an assembly line in Detroit, and sell it in 
Chicago, or in Pekin, or Peoria, Ill., or any other place. Then we 
say, “But look, it is all right for you to sell that automobile, but we 
do not want you to be financing that automobile because that adds up 
toa concentration of economic power.” 

Then we come along and say, “Look,” we shake a finger at you, 
“we have a law here which says you cannot insure that automobile 
either. Sure, it is legally made, and sure you can sell it in com- 
merce, but you cannot insure it because the law says you cannot 
insure it.” 

Then we begin to wonder why the law said it, and you see the title 
of this bill is to fortify the antitrust policy against concentration of 
economic power. 

Now, that is pretty vague, Mr. Chairman; that is pretty ambiguous 
in my book. Section 2 is not vague. It is just as clear as crystal. 

But when you come to the title the question is, what is a concen- 
tration of economic power, and how far, once you set the precedent 
in the law, does the Congress go, and who do we go after next? 

You see, we are dealing with a system here because, after all, this 
has an impact on our free enterprise system, and it gives me no end 
of concern, believe me. 

Senator Harr. I think it is a concern that all of us properly should 
share, and do share. But automobiles have four wheels, and trucks 
have four wheels, and we still have different speed limits, though they 
are all made in Michigan. We have these laws for good reasons. I 
think both of us would agree that we have to treat each of these sub- 
jects in the light of the year in which we find the condition. 
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I am not suggesting an answer to the witness, but I am commenting 
on the remarks of the Senator from Illinois. 

Mr. Wuitesine. I can see now, I am not a lawyer, and thank good. 
ness I am not a Senator. 

Senator Dirksen. That is probably more reason why you should. 


Senator Harr. But you were able to keep your institution liquid 


during the depression, I understand. 

Mr. Wutresine. Yes, sir. 

Senator Harr. Maybe you should be a Senator. [Laughter.] 

Senator Dir«sen. I have no further questions, Mr. Whiteside, ] 
just think in terms of the law-making responsibility in every case, 

I have the same difficulty, for instance, with respect to the so-called 
Robinson-Patman Act, and the unremitting efforts of the very dis. 
tinguished chairman of this committee, Mr. Kefauver, to get that act 
amended. 


I was in the House of Representatives and voted for it when we | 


put it on the law books long ago, and you now have this amazing 
contradiction in the law. The Sherman Act, put on the books jp 
1890, makes it unlawful to set up any combination or conspiracy in 
restraint of trade for the purpose of keeping competition pure and 
undefiled. Then comes the Robinson-Patman Act, which virtually 
outlaws competition, notwithstanding a good deal of the phraseology 
in it, and then you say what is the philosophy behind it? The answer 
is it is social usefulness. 

Now, I just have to know what we are doing and what the basis is, 
I may harass other witnesses from time to time to find out insofar as 
chores let me be here, but I appreciate your candid answer, believe 
me. 

Mr. Wuiresior. Thank you, sir. 

Mr. Cuvumerts. I have this one question. What were the dates of 
those two cases that you referred to? 

Mr. Wutresipe. We have those here-—— 

Mr. Cuumerts. I would like to know whether they were before or 
after the consent decree of 1952. 

Mr. Wuiresipe. The second case was before. 

Mr. Cuumerts. That is the case involving Buick? 

Mr. Wuirestpe. Let me correct that. The first case, the Chevrolet 
dealer, was before that, that is the “or else.” 

The second case is where the actual way of saying “or else” has 
been changed. I mean they could have better selection of cars. That 
was after that, yes, sir; about 2 or 3 years ago. 

Mr. Cuumerts. About 2 or 3 years ago? 

Mr. Wuitesipe. Yes, sir. 

Mr. Cuumerts. Thank you, sir. 

Senator Harr. Mr. Whiteside, the committee has been joined bya 
very distinguished name in the field of monopoly aid antitrust, 
Senator O’Mahoney. I think that he does not have any questions, but 
I shall inquire. 

This is Mr. Whiteside from Arkansas, Senator. 

Senator O’Manonry. Mr. Whiteside, unfortunately I did not hear 
your testimony, so I will ask Mr. McHugh to take my place and be the 
interrogator. 
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Senator Dirksen. After hearing my questions you will have lots of 
8. 
ator Harr. I have a suspicion you have heard them before. 

Senator O’Manoney. Well, you know, he can use language pretty 
well. [Laughter. ] 

Mr. McHveu. Senator, I have just one question I would like to ask 

iteside. 
Mee care 2, Mr. Whiteside, of your statement, you mention that 65 
to 70 percent of your financing of motor vehicle sales is with Ford 
—, based on the experience you had in dealing with Ford auto- 
mobile dealers, is it your view that you are able to offer these Ford 
dealers as attractive terms, say, as General Motors dealers can get 
from GMAC ? ay ; 

Mr. Wurresive. That is correct; and it is a matter of service, too, 
and friendship and, of course, we have not had to be in position to 
have an FMAC to control the Ford dealer; that is the difference. 

Mr. McHueu. Would you say, then, that from your own experience 
Ford dealers have a market where they can now turn to? 

Mr. Wurtesipe. Yes, sir. 

Mr. McHven. Which will now give them all of the financing facil- 
ities they need, and on terms which are competitive ? 

Mr. Wuiresive. Yes, sir. 

Mr. McHveu. If that is true, do you have any opinion that you 
would like to express to this subcommittee as to the reasons why Ford 
has announced its plans to go into the financing business through its 
own affiliate ? 

Mr. Wuitesipe. Well, simply that he will have better control of the 
dealer’s stock of cars, and if they are going to operate like GM does 
with GMAC, it would be an added sales means to move the cars, to 
control the outlets. 

Mr. McHveun. In other words, you are stating that in your opinion 
Ford is moving in because it would be able to use this as a tool in aiding 
its sale of cars? 

Mr. Wutresipg. Yes. 

Mr. McHvuen. And did I understand your testimony to be then, 
based on your own experience, it is not for the reason that Ford dealers 
are not able to find a market to handle their paper adequately ? 

Mr. Wutresipe. That is right. 

Mr. Cuumepris. I have a couple of more questions. 

Senator Harr. Yes. 

Mr. Cuumpris. Mr. Whiteside, you point out on page 2, “We have 
no General Motors dealers accounts at all.” 

Does that also include individuals who want to buy General Motors 
cars? Can’t they come to your bank and borrow the money and pay 
off in full ? 

Mr. Wuiresipr. Yes, sir; in the commercial department. I was 
speaking of the installment department. 

Mr. Cuumpris. Just principally the dealers ? 

Mr. Wuirtesipe. Yes, sir. 

Senator Harr. Are there any further questions of the witness ? 
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Mr. Whiteside, we appreciate very much your coming, and y 
appreciate the frankness of your testimony. Mr. Cc 

Mr. Wurrtesipe. Thank you very much, Mr. Chairman. Senate 

Senator Harr. When Senator Fulbright arrived to present Mp | merely 2 
Whiteside, the subcommittee had received a statement from Mr, Cop. Mr. C 
way, and if my feeling is correct, had just about concluded the ques. Senate 
tioning of Mr. Conway. But Mr. Conway will return, and J yi} mow wh 


inquire if there are any further questions. Senate 
Senat 
STATEMENT OF FRANCIS J. CONWAY—Resumed — : 

0 
Mr. Conway. I would like to, if I could, read this very short statg.| Mr. 4 
ment for Senator Dirksen on the question he raised there. statemer 
Senator Harr. You read that. I think I have in mind the one you | (Thes 
are intending to read, and Senator Dirksen did not have an oppor.| Senat 
tunity to hear your testimony at all. Mr. M 
Mr. Conway. It is on page 8. | Senate 


I wish to emphasize that Thorp Finance Corp. is not here seekin | Finance 
the assistance of the Congress of the United States in its competitiys 
struggle with GMAC for business. The proposed legislation would | Senat 
not require GMAC or any other finance company to go out of busines | Mr. © 
or to limit their respective rates of growth or otherwise to interfer, | Senati 
with the competitive struggle between them and other finance com.| Mr. C 
panies. | Senat 

The principal object of this bill, as I understand it, is to place | tion. I 

MAC on an equal footing with its competitiors in the struggle for | serving 
automobile financing business. On pa 

Thus, the bill would remove from GMAC solely those advantage | installm 
which accrue to it by virtue of the fact that it is owned by General | The aut 
Motors; it would not remove a single advantage that GMAC derives | of the t 
by virtue of its enormous size and competitive strength. Thus the | of all th 


proposed legislation is not an attack upon size itself. obvious! 
Senator Dirksen. You are Mr. Conway ? other ec 
Mr. Conway. Mr. Conway of Wisconsin. frigerat 
Senator Dirksen. Mr. Conway, suppose a company was engaged | ably wo 
solely in the business of manufacturing refrigerators and financed its | But t 


own refrigerators, and did a nationwide business. The company , sy, “W 
owned the financing company that took care of its paper. Should | paper Wi 
we amend this and apply it to a company that manufactures refriger- | “Well, 1 
ators? Should we amend this and apply it to a company that does | and let 
a nationwide business of manufacturing electric washing machines, | things ¢ 
and finances its own paper? Should we do it with respect to other You : 
appliances, and the products that have broad distribution, that usu- | theboar 


ally require some financing, and apply this across the board ? Mr. € 
Mr. Conway. Well, that isa good question. whether 


I am particularly interested in the case of General Motors ani Thet 
GMAC here, because they do dominate such a large portion of the | the deal 


market. | donot t] 
I think probably it could be carried all the way down, yes. | Senat 
Senator Dirssen. Across the board with everyone ? | today, y 
Mr. Conway. Yes. | tbly ha 
Senator Dirksen. What is the whole amount of installment paper | lationa 

in the course of a given year; do you have any figure in mind? But J 


may be: 
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We 


Mr. Conway. We haveit here, yes, but I do not have it. 
Senator Dirksen. I am speaking now of all installment paper, not 
" | merely automobiles. 








: Mr. Conway. Grand total outstanding—extended—oh, yes. 

on) Senator Dirksen. eee 2 a figure here, Mr. Conway. I do not 
< w what the source of this figure is. 

nil] | ROW WO? a 


| Senator Harr. This was identified as exhibit 1 yesterday. 
| Senator Dirksen. This is a study of GMAC’s position in the auto- 
| mobile installment credit field. 
| Whomade this study, Mr. Chairman, do you know? 
ate.| Mr. McHuen. The American Finance Conference prepared this 
' statement, based upon the figures of the Federal Reserve Board. 
‘The study referred to may be found on p. 480.) 
enator Harr. This was introduced during the testimony of whom ? 
Mr. McHueu. Mr. Cassat. 
Senator Dirksen. This is a study, you say, made by the American 
‘., | Finance Conference ? 
tie | Mr.McHucu. Yes. | ake 
wuld | Senator Dirksen. Is it identified in any way with General Motors? 
ness | Mr. Conway. No. | 
fere Senator Dirksen. It is an independent group ? 
om. | Mr.Conway. Yes. 

Senator Dirksen. I just wanted to make sure of the documenta- 
lace | tion. If it were done by GMAC, somebody would say it was a self- 
for | serving document, as the lawyers say. 

On page 2 of this study are two figures for 1957, the grand total of 
ages | installment credit extended during that year, which was $42,411,000. 
eral | The automobile paper was $16,681 million, or a total of 39.3 percent 
ives | of the total installment paper. Now, that leaves about 6034 percent 
the | of all the installment paper not accounted for by automobiles, which, 

obviously, would have to be done with regard to other merchandise, 
other commodities. That, of course, would include appliances, re- 
| frigerators, washing machines, toasters—just everything—and prob- 
ged | ably would include clothing and goodness knows what all. 
dits | But the point I make is this: Do you just pick out one product and 
any , Sty, “We are going to enact a law that is directed against financed. 
ould | paper with relation only to automobiles?” Then somebody will say, 
ger- | “Well, that looks a little nonuniform. Why not a general statute, 
does | and let us include everything that is includible,” and I suppose some 
ines, | things cannot be included. 
ther | You said you rather favored the idea of going all the way across 
ust- | theboard. 
Mr. Conway. That is a personal opinion of mine. I do not know 
whether it would be a fact or not. 
and The thing I am certainly most interested in is seeing this restraint— 
t the | the dealers are almost intimidated into financing by GMAC—and I 
donot think that it is right. 
Senator Dirksen. For instance, farmers, when they buy tractors 
today, pay three or four thousand dollars for a tractor, and they prob- 
bly have to finance it. The question is, Who does it? Does Inter- 
apet | National finance it, or Allis-Chalmers, or who? 
_ But I do not know how much tractor and farm-machinery paper 
'may be involved here. Shall we put them in the bill? 


you 
D0r- 
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Now you see I guess people do not lay all the cash on the line whey eral } 
they buy an airplane. Shall we say to the airplane manufacturers | jn thi 
“We are sorry; you can go ahead and make these Cubs for people io 
buy, but you cannot finance them and insure them.” What is th | weal 
jumping-off place ? the co 
Senator O’Manonery. Mr. Chairman, I wonder if the Senator woulg | Sen 
yield. going 
Senator Dirxsen. I yield to my friend from Wyoming. bring 
Senator O’Manonery. I want to say to the witness that I am respon- Sen 
sible for introducing at least one of these bills dealing with General | jn suc 
Motors. I agree with Mr. Conway, and I agree with Senator Dirksen, Sen 
Senator Dirksen. Wonderful. dustry 
Senator O’Manoney. It was my purpose in having this bill drafted Sen 
to concentrate upon this one particular finance agency by a big manv-| of th 
facturer, bec sause it is the biggest of all, because General Motors was enter} 
a defendant ina Department of Justice action, as Mr. Conway has Sen 
stated in his paper. Ford and Chrysler were also defendants in th | when 
charge that this was a violation of antitrust laws; Ford and C hrysler Sen 
obey ed their decrees, but the monetary power of GMAC is stil] s Sen 
great in the automobile business that Ford is now contempl: iting the | judg 
resumption of the financing operation which was held to be illegal, pick « 
I cannot blame Ford for trying to set up a fmancing company | other 
again, if General Motors is permitted to retain control of GMAC lation 
But the 1 esult, evidently, will be that concentration in the automobile | fact. 
manufacturing business will become greater than ever. Ford, 
The head of the Antitrust Division of the Department of Justice, Sen: 


Judge Hansen, in a speech only a few months ago written for de | courts 
livery in Miami, Fla., told a story of the concentration in the auto. Justic 
mobile m: inufacturing field. It is an amazing thing that these}, _ settled 
companies, now practically the only survivors of 12 or 15 companies | — finane 
20 years ago, dominate or control among all three of them over 8 | busine 
percent of all the sales of automobiles in the country. They doexer-| big 


cise that control. They have become a center of economic control that I 
spreads all over the country. (General Motors, through GMAC,is| group 
the greatest of all. cult t¢ 
Now it is a question of whether we are willing to adopt the prin; local fi 
ciple allowing the largest corporation in America, the stockownership Tha 
of which in the amount of about 24 percent is held by Du Pont, an- Sen: 


other giant—and this poses a question which is pr esently under exam | that v 
ination in the courts—to acquire more and more economic power. It} mobile 
is a question as to whether or not we are going to permit this steady certa 
trend toward concentration that is driving the local banks out ofthe | earnes 
field, the small finance companies out of the field, the independent! Ameri 
enter prise out of the field, and concentrating control in the directos him in 


of General Motors, some of whom are the controlling individuals ia We 
Du Pont. and of 
I have now, I think, the statement that was prepared by Judg| to assa 
Hansen. Wel 
Mr. McHugh, will you see if that reference to the motor concentr | Ceptior 
tion is in that speech or not ? _ the po 


So in order to bring this great question to a head, I deliberately the be: 
concentrated on GMAC. There is nothing wrong about it, becaus| ture it 
the courts have already done it. But I am inviting GMAC and Ger| Year. 
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eral Motors’ directors to realize that what we are trying to do now 
in this legislation is to stop the trend toward economic dictatorship 
in Americ a. We cannot successfully fight political dictatorship if 
we allow economic dictatorship to dominate a dozen businesses across 
the country. 

Senator Dirksen. Well, now, my distinguished friend, if you are 
going to deal with concentration of economic power, why don’t you 
bring in a bill that goes right across the board ? 

Senator O’Manoney. Because there would be too m: ny defendants 
in such a bill, to be honest with you. 

Senator Dirksen. So here we are to deal with a particular in- 
dustry. 

Senator O’Manonry. A particular one because it is a great instance 
of the evil result of concentration of economic power upon free 
enterpr ise. f 

Senator Dirksen. And I hope you will not regard me as offensive 
when I say——— 

Senator O’Manonry. You couldn’t be offensive if you tried to be. 

Senator Dirksen. Thank you for the compliment. But in my 
judgment, this is certainly an unwarranted way to legislate, to just 
pick out one business, in the hope that perhaps it can be applied to 
other businesses. It is special, as distinguished from general legis- 
lation or legislation of general applicability. This we know as a 
fact. There are four producers of passenger cars in the country: GM, 
Ford, Chrysler, and American Motors. 

Senator O’Manoney. This is a bill that sustains the action of the 
courts, that sustains the expressions of opinion of the Department of 
Justice in the general field. It deals with an issue that was once 
settled against all of the automobile manufacturers with all of their 
financing arrangements, and all of them are out of that financing 
business now save General Motors, which found a way, as big wealth, 
big power, great brains, can always find. 

If we do not put a stop to this concentration in the control of one 
group of manufacturing and financing, we are going to find it diffi- 
cult to maintain anything like local free enterprise ‘with banks and 
local finance companies. 

That is the reason why I did it, and I have no apologies. 

Senator Dirksen. I think you will recall, I believe I recall correctly, 
that when we had the hearings and the ‘investigation of the auto- 
mobile industry, they may not have expressed it on the record, but 
certainly they did express it around the committee table that they So 
earnestly hoped and fervently prayed that George Romney and 
American Motors would be successful because they wanted to keep 
him in the field for competitive purposes. 

We then raised the question, why don’t others get into the business, 
and of course the implication was that maybe it was just too difficult 
to assault that citadel. 

Well, that wasn’t the reason at all, because I took particular ex- 
ception to the majority report on the ground that they tried to make 
the point and then contradicted their own report by showing that 
the best estimate we had was that it cost $575 million to make a ven- 
ture in the automobile business for a production of 250,000 cars a 
year. This probably was the real impediment. But because it is 
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an impediment that is not due to practices and techniques by those who 
are in the industry, I don’t want to see them made the target of 
punitive legisltaion and picked out specifically, because if they want 
to do it, then let’s go across the board. 

Eastman Kodak probably is the only real film producer in the 
country. All the camera makers can make cameras to their heart's 
content. But all of the users have to go back to Eastman. Al right; 
let’s bring them into the picture. 

You have a few people like International, Euclid, Allis-Chalmers 
and others who manufacture farm machinery. There aren’t many. 
Let’s bring them into the picture. 

Let’s bring your favorite industry into the picture, the packers: 
bring the packers in; but let’s write something of general applica. 

ility. 

Senator O’Manoney. The Senator from Illinois and I cooperated 
last year, and we made a short advance step in the control of the 
packers. Now, let him cooperate and make this advance step in the 
control of General Motors and the financing business. 

Senator Dirxsen. I will be delighted if I succeed in getting on the 
books what we got on the books last year. I had to resist my genial 
friend for so long because I thought he persisted in a course of error, 

Senator O’Manoney. But the Senator joined me in the motion 
which I made, for which I am very grateful. 

May I say this: This was planned as a hearing to hear witnesses 
from the outside and not an argument between two Senators. Sup- 
post we agree to reserve our arguments for the executive session, or 
for the floor, where I will be happy to indulge my friend? 

Senator Dirksen. I must compliment my distinguished friend 
from Wyoming on one thing: There is no long preamble of findings 


in his bill, S. 839, which, however, does appear in S. 839. In S. 839, | 


section 2(a) reads: 
The Congress finds . . . that the financing and insuring of such purchases by 


automobile manufacturers and instrumentalities thereof does in fact restrain | 


commerce in such business. 


Senator O’Manoney. Will the Senator yield? 

Senator Dirksen. Yes. 

Senator O’Manoney. I merely wish to suggest that he not continue 
this argument in absentia, since the author of the declaration of find- 
ings is not here. Let us wait until Senator Kefauver comes. 

Senator Dirksen. But the author’s shadow is here in the form of 
his bill. He went off to Nashville. He should be here. I have difi- 
culty in getting here, and I never run off to Nashville. 

Senator Harr. Present also are a number of citizens not on the 
public payroll, and I think that in fairness to all of them we should 
pursue the suggestions of Senator O’Mahoney. 

Senator Dirksen. In all seriousness, I want to say to the distin- 
guished Senator that this is an amazing recital in a preamble ofa 


bill: 


that the financing and insuring of such purchases by automobile manufacturers 
and instrumentalities thereof does in fact restrain commerce in such business. 
It is not proved; it is not established. I don’t believe it; I don't 
believe it for a moment. But you engross that in the law and you 
just build up 
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Senator O’Manoney. Wait, Senator, don’t look at me. I didn’t 
draw it. 

Senator Dirksen. There are other things between the semicolons. 

Senator Harr. As Mr. Whiteside has told us, there is a Chevrolet 
dealership he thinks was somehow or other restrained. 

Are there any further questions? 

Mr. Conway. The witness that is to follow me is very well in- 
formed on these questions, and I would like to catch a plane at 1 
o'clock. 

Mr. Cuumpris. Mr. Conway, do you have an insurance business 
affiliate ? 

Mr. Conway. Yes, sir. 

Mr. Cuumpris. And one other question: How has your income in 
your corporation been in the last, say, 10 years? 

Mr. Conway. How was what? 

Mr. Cumpris. Your income, the profit and loss statement of your 
corporation in the last, say, 10 years; has it been improving or 
decreasing ¢ 

Mr. Conway. Our outstandings have been going up and our earn- 
ings are larger, but that is mostly through our loans operation. 

Mr. Cuumerts. I didn’t hear the last part. 

Mr. Conway. The bulk of the income comes from our loan and our 
mobile home financing. 

Mr. Cuumepris. How about your automobile financing end of the 
business ? 

Mr. Conway. I would say that our income from our finance busi- 
ness has held about level. 

Mr. Cuumerts. In the last 5 or 10 years? 

Mr. Conway. In the last 5 years. 

Senator Dirksen. Could you submit a little statement for the rec- 
ord, Mr. Conway, of your balance sheet ? 

Mr. Conway. Oh, yes. 

Senator Dirksen. Including earnings, and then if you want to di- 
vide it as between different activities, that will be perfectly all right. 

Mr. Conway. Yes, sir. 

Senator Dirksen. And put it on a comparative basis showing the 
last 5 years. 

Mr. Conway. Yes, sir. 

Senator Harr. When received, that will be made a part of the 
record. 

The information referred to may be found on p. 513.) 

Senator Harr. Again, thank you very much. 

Mr. Conway. Thank you. 

Senator Harr. The next witness it is our privilege to meet this 
morning is Mr. Paul Jones. 

Mr. Jones, give the reporter your full name and your company. 


STATEMENT OF PAUL C. JONES, AMERICAN SECURITIES DIVISION 
OF A.S.C. CORP., MARION, IND. 


Mr. Jones. Mr. Chairman and gentleman, my name is Paul Jones. 
I have been in the automobile finance business since 1922, 37 years 
ago, when I started with the present company as its bookkeeper. 
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The company is located in Marion, Ind. I live in Wilmette, Ty, 
across the border from Indiana, because of the fact that I purchased 
a factory during the war to support the war effort, and as a result of 
that I moved to Wilmette, Ill., so I am in the jurisdiction of Senator 
Dirksen. I personally live there; my finance business is in Indiana, 

As I say, I started as a bookkeeper and today I am president of 
that company, and its chief owner. 

I am particularly happy to see Senator Dirksen here, and see more 
Senators in attendance today because I agree with the position that 
Senator Dirksen has taken. 

The fact of the matter is that last night I was quite disturbed over 
the fact that more Senators were not here to review the facts about 
what I think is a very, very important subject. 

Senator Dirksen. Mr. Jones, can I stay something at that point? 
This morning my first chore was to go to a breakfast attended by 
people from all over the United States. I rushed up to the Hill and 
appeared before the Banking Committee on the Distressed Area bill, 
and disengaged myself from there just in time to come to this com- 
mittee meeting late. 

The guard told me that there were 11 or 12 hearings going on in this 
building, I think, in addition to what goes on over in the other build- 
ing, and the other chores, so you can see what happens to time. 

Mr. Jones. I am mindful of the fact, Senator, that you men are 
busy. 

Senator O’Manoney. Would you pardon me for a moment, Mr, 
Jones? I cannot refrain from making a comment upon what my good 
friend from Illinois has said. The evidence that he has just given us 
is proof of what the concentration of business is doing to the Con- 
gress of the United States. It is making so many issues come to Wash- 
ington for adjudication when they ought to be adjudicated in the 
States, where local people can run their own business. 

We are establishing great industrial corporations like General Mo- 
tors, which is the greatest in the whole world. No wonder we have 
these hearings in Washington that prevent Senators from spending 
more than a half hour or so at each committee to which they belong. 

Senator Harr. I know exactly what the response would be to that. 

Senator Dirksen. There has to be a postscript. 

Senator Harr. I am mindful of the time. Silence will not be as- 
sumed to indicate consent at all, Senator. 

Senator Dirksen. Mr. Jones, Edward Gibbon, the great historian 
who did that matchless work on the rise and decline of the Roman En- 
pire, once observed that progress is made not by what goes on the law- 
books, but by what comes off. And what my genial friend refers to as 
this challenge to congressional time means that they concern them- 
selves ofttimes with things that probably should be left aside, as it 
were, and concentrate on a few things. 

Mr. Jones. Again I will say that I well understand that you men 
are busy, but I am equally disturbed with the Senator and others 
about the subject which we are talking about, the divorcement of 
GMAC from General Motors Corp., which I favor for certain rea- 
sons, Senator, and I think if you are able to be here during my tes- 
timony I will be able to answer some of the questions that you have, 
down at the grassroots where these things happen. 
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Neither would I want to be even a witness in an activity of this 
kind where it was for the purpose of harassing a corporation just 
because it is big, because I, too, am proud of the big corporations 
which are typically American, and the only way we can keep from 
doing them harm is by questioning and getting full information here, 
as I don’t think it comes out of our written statements alone. I think 
the questions have to be asked to clear up certain questions in your 
minds, and you cant do that if you are not present. 

That was my only statement. I welcome the questions that you 
have asked and I am sure every other witness that is favorable to this 
pill welcomes the questions that you ask. 

My company over the years, 3¢ years that we have been in business, 
has been very much interested, as a small company unusually inter- 
ested, in good public relations and good practices in this industry. 

We have likewise been interested over the years in doing all we 
could to sponsor a healthy, free marketplace in the finance business. 

As a result. of this interest, I have been both secretary and presi- 
dent of our State association, and I was the first president of the pres- 
ent American Finance Conference, and was a director of its predeces- 
sor, the National Association of Sales Finance Companies. 

Back in the late twenties and the early thirties there was a shocking 
amount of coercion on the part of automobile manufacturers, on their 
automobile dealers to do business with their factory-owned or factory- 
affiliated finance companies. As the result of that coercion, the De- 
partment of Justice took actions which have been testified to here, 
and that you are familiar with, with the result that there were indict- 
ments in the Seventh Circuit Court of Appeals against the big three 
automobile manufacturers and the three large finance companies. 

As a result of those indictments, Commercial Credit Co., C.I.T., 
Ford and Chrysler entered into consent decrees, and General Motors, 
which did not enter into a consent decree, was tried before the U.S. 
Court of Appeals for the Seventh Circuit, and was convicted, and the 
conviction was sustained by the U.S. Supreme Court. 

The interest that we took in that caused us to respond to the need 
for two venue witnesses who appeared at that trial in order to estab- 
lish jurisdiction of the South Bend Federal Courts over the case that 
was brought against General Motors. 

My company operated in the jurisdiction of that court, and we 
furnished the two venue witnesses through the experience that we 
had with respect to the coercion on General Motors dealers in our area 
by General Motors. 

We were familiar with the details of the control that General Motors, 
through GMAC, was trying to exercise over these two dealers, and 
I was asked to approach them and attempt to get them to testify. 

It was very difficult to get dealers to testify because of their fear of 
reprisal from the motorcar manufacturers. One of these dealers was 
inmy home town, Marion, Ind. He lived close by, and I called him 
on Sunday morning. I said, “Grant, I’d like to talk to you about the 
trial in South Bend. I wonder if we could get together.” 

I spent all day with Grant Munson, the Chevrolet dealer from 
Marion, Ind., on Sunday, trying to convince him that it was his duty 
to testify as to things that happened between he and the Chevrolet 
Motor Co., and with respect to doing business with GMAC. 
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It was late in the afternoon, a Sunday afternoon, around 4 O'clock 
he said, “All right, Paul, I will do it for you. I will testify.” 

I said, “That is fine.” I said, “Now, Grant, you know these letter, 
that have gone between you and officers of General Motors, and the 
zone manager, are very valuable. Let’s go and get those letters,” 

He said, “All right, come on, we will get in the car and go out to 
the farm.” 

I said, “What has the farm got to do with it?” 

He said, “You just come with me.” 

So we got in the car. He had a farm south of Marion, Ind. W, 
drove out to his farm. He drove up to a shed, walked inside the shed 

t himself a spade. I was with him. He went outside to a field and 
i a hole in the ground, and at the bottom of that hole he pulled oy 
a metal box. He brought it up, and inside that box was the corre. 





spondence that this fellow had between General Motors Corp.’s off. | 


clals, the zone manager of Indianapolis, and himself. 


Later these letters were taken to South Bend and introduced inty | 


evidence and this man testified, and the things I am telling you about 
him can be found in the sworn testimony in South Bend, Ind., at the 
time of the trial of General Motors, and I have obtained copies of thes 


letters by taking photostatic copies from the trial records of Genera] | 


Motors. cies 
Here are two groups of them, and I have the original photostated 
copy if you would like to have it. 


These letters in themselves are evidence—are evidence that wag | 


furnished by General Motors—and not evidence by myself. 
This fellow started as a Chevrolet dealer in Marion, Ind., in 1935, 


He started doing business with my company, the American Securities | 
Co. He chose to do business with us because we gave him better local | 
service, and we bought his paper without recourse, that is, without | 


his guarantee. 
On the other hand, General Motors Acceptance Corp.’s office was 
located in Indianapolis, ours was located locally, and they required a 


a policy of the board of directors of General Motors that dealer | 


guarantee their paper. 

Although he only started in business in 1935, by the fall of 1985 he 
received coercion to do business with GMAC, and this coercion, Sen 
ator Dirksen, did not come from GMAC. He was called on by the 
representatives of General Motors Corp., the road man for Chevrolet 


Motor Co. and the zone manager of Chevrolet Motor Co. And accord- | 
ing to Munson’s sworn testimony at South Bend trial, they would | 


come to his town and, instead of discussions in his office, the road man 
would take him out in his car and pressure him to do business with 


GMAC. I knew of it at the time, because he was a friend of mine | 


and told me about it. 

The Chevrolet man would take him out in the car where they would 
be by themselves, and there he would put the heat on him to do bus- 
ness with GMAC. This was in 1935. 


In the fall of 1935 it was necessary for him to get his contract, his | 


new franchise for 1936. It was normal for dealers to go to a meeting 
in Indianapolis where the operations of the dealers are reviewed by 
the regional manager. He signed up his 1936 contract with the Cher- 
rolet Motor Co., in the company with Mr. Berger, the zone manager, 
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but he didn’t get his copy. After he had signed he was told by Mr. 
Berger, “Now, Grant, if you will start to be in the family and do 
business with GMAC, you will get this contract. I will send it to 
you personally, give it to you personally, or I will mail it to you.” _ 

So he agreed with Chevrolet to give GMAC more business, or give 
them more business, anything to get cars. 

You will find the first letter dated May 14, 1936. 

Senator Harr. May I interrupt at this point to note that each of 
the letters which are on photostats delivered to the committee bear 
exhibit numbers. Mr. Jones, these are exhibit numbers assigned to 
them in the South Bend Federal Court case? 

Mr. Jones. That is right, sir. 

Senator O’Manoney. Mr. Chairman, may we ask the witness to 
identify the letter he is about to read from by its exhibit number? 

Mr. Jones. Exhibit No. 136, May 14, 1936. The first paragraph 
is interesting : 

With reference to your communication to this office as to the method 
of handling finance transactions, you advise that effective May 15th this 
minimum rate would be charged customers on retail finance papers, and that 
beginning that date GMAC’s service would be used 100 percent. 

This letter is used merely to remind you of your commitment. 

You could go on and read the rest of that, but that is the gist 
of it. 

Senator O’Manonery. That is the letter of the Chevrolet zone man- 
ager, Mr. E. W. Berger, to Mr. Grant Munson, the dealer? 

Mr. JonEs. Yes, sir, about GMAC. 

Senator O’Manongy. About GMAC ? 

Mr. Jones. Yes, not about Chevrolet, but GMAC. 

Senator O’Manoney. But Mr. Berger was the zone manager for 
Chevrolet Motor Co., which is a division of General Motors. 

Mr. Jones. That is right. And he is the fellow that was the 
immediate boss, if you want to put it that way, of the Chevrolet deal- 
ers in that area. 

Now, you understand a Chevrolet dealer is an independent mer- 
chant. He owns his own business, he is not a branch of Chevrolet 
Motor Co. He owns it. He is an independent individual business- 
man and ought to be able to run his own business. It is his business. 
He is taking all the responsibility. Chevrolet Motor Co. is not re- 
sponsible for his debts in any way. 

Now, as a result of his failure to come through with these agree- 
ments to do business with GMAC, he didn’t get any cars, and so he 
wrote a letter covered by exhibit No. 139 and exhibit No. 140. 

Senator O’Manonry. 139, was it not? 

Mr. Jones. 139 and 140 are on the same subject to different officers 
of General Motors. 

Senator O’Manonry. The first one is to Mr. Sloan. 

Mr. Jones. He wrote to Mr. Sloan, and W. FE. Holler. 

Senator O’Manonry. Is this the same Alfred P. Sloan who after- 
wards became the head of General Motors? 
bg Jones. I think he was at that time the head of it. This was in 

Senator O’Manonery. Yes, he was president of it at that time. 

Mr., Jones. Yes, he was the suldents and William Holler was 


sales manager for Chevrolet Motor Co., one of the great sales man- 
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agers of Chevrolet Motor Co., one of the fellows who really put 
Chevrolet over. 

He wrote these two gentlemen letters and told about his trouble 
He said he was sorry to bother them, and he tells about how he hag 
sold his quota of cars, the required penetration in the market, tho 
he has a backlog of orders but can’t get cars because the zone manager 


is holding up delivery of cars because he has not given enough busines | 


to GMAC. 

He doesn’t get a reply from either of these gentlemen, but he dog 
get a reply from Mr. Hatch, which is covered by Government Exhibi 
No. 141, who was assistant to Mr. Holler, the general sales manager, 

Senator O’Manoney. May I interrupt you at this point, Mr. Jong 

In the letter to Mr. Sloan dated June 20, 1936, labeled “Governmen 
Exhibit No. 159,” did not Mr. Munson say, quoting Mr. Berger: 

“The reason he said, was because I was not 100 percent GMAO, of 
which I agreed to do if we could get together.” 

Mr. Jones. Yes. 

Senator O’Manronry. Was that not a demand upon the part of Mr 
Berger of Chevrolet that Mr. Munson, the independent local deale 
who was his own master, if he were to get the cars, would have to dy | 
business 100 percent with General Motors and not with any independ. 
ent finance company ? 

Mr. Jones. When he tried to get his 1936 contract, which he tried 
to get—they are supposed to sign up in the fall of the preceding year— 
he signed it, but he didn’t get it, and I may tell you now that he got | 
his 1936 contract that he started negotiations on and which shoul | 
have been signed in the fall of 1935, he got it in 1937, in the early part 
of 1937. He got his 1936 contract registered mail, and in the sam 
mail, registered, was the cancellation of the same contract. 

So he made his pleadings here to Bill Holler and to Alfred P. Slow 
that he may get cars again. 

So he is told by the assistant of Bill Holler—and this is Goven- 
ment Exhibit No. 141—have you got that, Senator: 

We wish to acknowledge your letter of June 20 to Mr. William BE. Holler tp 
advise that we have taken this matter up with Mr. Young— 

Mr. Young is the regional manager in Cincinnati who is over Berge 
at Indianapolis— 
who will contact you the early part of next week. 

In the meantime, Mr. Young has wired Mr. Berger to check upon your order | 
and furnish you with cars to take care of the orders that you have on hani, | 
for which you need cars badly. 

Then the letter to Sloan was acknowledged by Mr. Dineen, who wis 
a director of sales section under Mr. Sloan. 

Now here is the interesting thing. You will notice that the lette 
dated June 23 from the assistant to Bill Holler, and the next exhibit 
No. 143, is dated June 22, one day apart, shows how the order hal 

otten down to Berger at Indianapolis to deliver cars. That cam 

rom the top fellows in General Motors, gentlemen. These contact 
had been made with Sloan and Holler. And the information from th 
cashier, who operates under orders from above told Mr. Munson hor 
he was to get his cars. 

We are holding at this office GSD-800 orders listed below to be placed with th 


plant for immediate production. It is imperative that we have certified funt 
in this office in order to schedule the production of these units with the plant-| 
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schedule the production of the units with the plant. 


Will you kindly, therefore, see to it that we are supplied with certified funds in 
individual checks corresponding with above amounts and order numbers. This 
will greatly facilitate the scheduling of individual units and speed up the pro- 
duction of the models required. 

Now, gentlemen, this letter is from the Chevrolet Motor Co. telling 
this dealer that, “You pay for your cars in advance. You won’t get 
themthen. We will go manufacture them.” 

It states it twice in this letter, and that is what happened. I was 
there. I had to furnish him the money. 

Now prior to this time, in order to discourage me from financing 
Munson, they would make me pay for the cars 4 or 5 days ahead of 
time, and he would go down to Indianapolis and get his cars, and they 
didn’t think I would do this, and if I didn’t do it, then he would go 
and do business with GMAC. But I did do it. 

Then they put in this extraordinary thing that would not only 
require me to finance Grant Munson, but also, I was financing Gen- 
eral Motors Corp. in the production of their cars, and they thought 
I wouldn’t do that. And you men who are attorneys on this committee 
will certainly realize the risk which I was placing my company to, 
because I had to take an unsecured note until several weeks later 
when Munson would get these cars that were produced. Sometimes 
it was 3 or 4 weeks, and he had to order the car and the kind that 
he was going to have for some future customer, and then they would 
produce them. 

Now subsequently I would take a mortgage on those cars, but such 
mortgages wouldn’t be good against bankruptcy, so it was risky busi- 
ness procedure; and GMAC knew of this risk forced on us and 
expected us to refuse which would shift the business to them. 

Senator O’Manonery. Mr. Jones, I want to interrupt merely to re- 
mark for the record that I don’t wonder that there was a conviction, 
because this is clearly restraint of trade. 

Mr. Jones. It certainly is, sir. 

Senator O’Manonry. Applied by General Motors compelling the 
independent dealer to do business with the subsidiary finance company, 
GMAC, rather than with the finance company that the independent 
dealer himself wanted to do business with. 

Mr. Jones. That’s right. I couldn’t help, Senator O’Mahoney, 
being very much interested in your statement yesterday about the 
importance of preserving a government by the people and for the 
people and of the people in preference to a government by the con- 
centration of power in large corporations, and here was Grant Mun- 
son, an individual who is supposed to be one of those people that is 
to furnish the government of the people, by the people and for the 
people, and he couldn’t even run his own business. He desired to do 
business with a local company and he couldn’t do it, and it was his 
business. Now there is a pretty good example of the concentration 
of power and how it can operate in restraint of trade and destroy the 
rights of individuals. 

Now the second witness is not quite as interesting because I didn’t 
go with him out to a farm to dig up the evidence, because he was 
afraid, but he was equally as difficult to get as a witness, and that is a 
fellow by the name of Ray Underwood in Gas City, Ind., a small 
town right outside of Marion. 
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He also testifies that he did business with my company from 199g 
to 1935. In 1935 he had a very untoward thing happen to him. fg 
sold a couple of cars to a Chevrolet dealer at Indianapolis, and he 
took a check for these two automobiles, two new Chevrolets. This 
is frequently done between dealers to balance off their stock. 

The check bounced and came back not sufficient funds. So he came 
came to my office and asked my help to collect the checks. He said: 

“IT have got a bad check here on Speedway Chevrolet in Indianap. 
olis. Paul, will you go down to Indianapolis with me and see if we 
can get the money?” I said, “Sure, I will go with you, Ray.” 

So we went to Indianapolis and went to Speedway Chevrolet and 
went in and the bookkeeper was there. 

He said: “Well, we are in bad shape financially and this has been 
taken over pretty much by GMAC and Chevrolet and I would advise 
you fellows, if you want to get money on this check, to go up to the 
Chevrolet zone manager, Mr. Berger, and maybe he can help you.” 

I went with Ray Underwood. I had never met Mr. Berger. I went 
with Ray Underwood to the office of Mr. Berger. 

Mr. Berger said: “This fellow is in bad shape. We have kind of 
ae to take care of the bad checks that are out that have come 

ack. 

He said: “He has got some assets, some receivables, and he has quite 
a reserve on the books of GMAC.” 

This is a reserve for guaranteed paper which amounts to a good 
deal of money, and I would like to go into that with you later to 
show how that exercises control over dealers very effectively. 

He said: “Mr. Underwood, we are not going to take care of checks 
on dealers that don’t do business with GMAC.” 

And Ray Underwood said: “I think that is very unfair just because 
I don’t do business with GMAC.” 

He said : “You ‘know we have been wanting you to do business with 
GMAC and we are taking care of people who are in the family.” 

Solspokeup. I probably shouldn’t have done it. I was a younger 
man then. Today maybe I would keep my mouth shut. But I started 
to tell him, “That is discrimination. You have no legal right to do 
that.” 

So he said : “Who is this fellow ?” 

He said : “That is the manager of the American Security.” 

Well, the fellow turned red in the face and got mad, and we didn't 
get any place, so we left and went back home. But the next day or 
the second day from that day Underwood received a cancellation notice 
that he was canceled out of his agency. He brought that over to me, 
and he said: 

“T have got bad checks and I am out of business. What shouldI 
do?” 

I said: 

“Ray, you have got your life savings in this business. You have 
got your money invested in equipment and so forth. I think ifI 
were you, to protect. your family I would go back to the Chevrolet 
Motor Co., Mr. Berger, and I would tell him that I would go GMAC, 
and think you will get your franchise back.” 

He did that. And this all happened in just a few days. He went 
back and told him he would go GMAC and the following Monday 
he was reinstated with the Chevrolet Motor Co. 
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Now that dealer is a good friend of mine. He has never done busi- 
ness with me from that day to this, and that was back in 1935, and we 
are in business and he is still in business. The only deals I have ever 

otten from him since then have been customers brought from him who 
insisted they go through our company because they know our company, 
being a local company. 

The other dealer, Grant Munson, the fellow I told you about who 
went out to the farm to get his evidence, right after he testified at 
South Bend, the Chevrolet dealer at Indianapolis, who had two Chev- 
rolet dealerships in Indianapolis and was what they call a motor hold- 
ing company dealer, that is a Chevrolet agency or General Motors 
agency that 1s capitalized to a great extent by a holding corporation 
owned by General Motors, came down to Marion, Ind. and bought 
him out, and the deal was closed in my office at the insistence of Grant 
Munson. 

Now, this fellow who bought him out is a very good friend of mine 
today, a very close friend, and I am with him socially quite a lot, 
and on three different occasions he told this very interesting story 
which I always listen to when he gets in a group. 

He tells how he bought the Chevrolet agency at Marion, Ind., for 
$25,000, and he said, “I had to close it in your office, didn’t I, Paul?” 

“Yes, that’s right.” 

“Afterward I made $1 million out of that agency, and I still have 
the facilities that are worth two, three, or four hundred thousand 
dollars.” 

And he said, “General Motors sent me down to buy that agency out 
because they didn’t want Grant Munson as a dealer any more.” 

Now, I haven’t heard him say that just once, but at least three times, 
that I have never argued with him, because I always enjoy listening 
to the story, because it finishes the windup of this dealer who testified 
he lost his agency, and the purchaser made $1 million, and he still 
owns the Chevrolet agency at Marion, Ind. 

Now, I bring out these points 

Senator O’Manoney. Mr. Chairman, I move that the exhibits ten- 
dered by Mr. Jones be made a part of the record. 

Senator Harr. Without objection, that will be done. 

(The exhibits referred to may be found on p. 490.) 

Mr. Jones. Now, after a conviction at South Bend, the Govern- 
ment Department of Justice proceeded in a suit to divorce GMAC from 
General Motors, and other witnesses have told you how, in 1952, that 
they resolved it in a consent decree. 

I think someone here today asked a very interesting question which 
I will try toanswer. The reason for the rapid growth of General Mo- 
tors Acceptance Corp. following 1952, I think, is pretty apparent. 

Up to 1952, GMAC and General Motors weren’t too certain what was 
going to happen to GMAC under the divorcement suit. Neither were 
people who might be willing to invest in GMAC. And in 1952, the 
consent decree was entered into and they were given a go sign as 
to what to do. 

Then their plans were jelled, and I think if you would look at the 
record of what happened subsequent to 1952 in their financial transac- 
tions and their growth, what made it possible for them to do all the: 
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volume of business, you will see it was a result of the consent decree 
that they knew where they stood. 

It cleared the track for them. 

I have here something that I made up not at all for this meeting 
but I think it will be interesting to you, and if you would like to haye 
a copy of it, I will have a copy made. But this I made a couple of 
years ago as a study of GMAC, and some other companies on there 
financial structure. 

This is a graph showing here in pink, that is the common capital of 
General Motors Acceptance Corp. This is the common capital of 
General Motors Acceptance Corp. That is their common stock and 
surplus. This breaks off the war years here. 

This in green is subordinated debenture bonds. Subordinated 
debenture bonds is capital with which you can borrow other senior 
funds, like notes to the bank, and selling long-term senior notes, It 
is subordinated to all those; although it is a note itself, it adds to the 
working capital base of this company for the purpose of borrowing 
in senior long- and short-term notes. 

Then here is your long-term senior notes. This is miscellaneous, 
like taxes payable, the blue. 

The brown is long-term senior notes, and from top to bottom, on the 
total represents 100 percent of the total liabilities of the company or 
the source of the company’s funds. 

So this is always 100 percent. Do you get what I mean? These 
various colors represent the various types of GMAC’s sources of funds, 
consisting of its own capital and surplus, then subordinated notes, 
senior long-term notes, miscellaneous liabilities such as taxes, and so 
forth, and then short-term borrowing. 

In other words, their capital at that time in 1936 was around 18 per- 
cent of the total resources or the total liabilities. 

Then their senior notes was this percentage. Their miscellaneous, 
accounts payable, taxes payable, and this is the way they relied on 
current debt, mostly the banks. 

Now, you can see, here, that in 1952 they were able to, and did, go 
out and secure additional funds, subordinated notes, additional senior 
notes, and rely less on current rates of interest, and entrench themselves 
in the low market that was available at that time, and reduce the 
percent of amount of capital, which accounts for the leverage that 
these men have talked about. 

The great advantage that they have is their leverage. It is equally 
as important as the cost of money. GMAC has a leverage for each 
dollar of common net worth of almost 17 to 1, while others of us 
have only half that leverage, so they need only to make half as 
much per dollar profit to make as much as we can. 

Do you see what I mean? So their leverage factor is very great. 

Senator O’Manoney. If I may interrupt, Mr. Chairman, I want to 
ask that we take advantage of the offer that Mr. Jones has made to 
make an additional copy of this chart so that it may be made part of 
the record. The story that he has just now told should be visible to 
those who read the record. 

Senator Harr. If there is no objection, that will be done. 

(The chart referred to follows :) 
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GENERAL MOTORS ACCEPTANCE CORPORATION 


Percentage Analysis of Sources of Funds 
(Significant Liability and Net Worth Groups as a % of Total Funds Employed) 


pct, December 31, 1936 fo rH oe and 1948 to 1957 inclusive. Per. 
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Senator Harr. May I ask the source from which you obtained this¢ 

Mr. Jones. This was made up for me by Bauman and Fenney 
Accountants, in Chicago, from Moody’s financial reports. on corpora. 
tions. I had it made up on GMAC and on my own company in 
order to get a comparison. 


It was entirely a matter of my studying the charts in order to 
know what my competitive situation is and what my problem is. 

Now, as further evidence of the importance of this tremendous 
leverage advantage that no other finance company possesses regardless 
of size I should like to present an important document. 

The reason for the leverage is the ownership of GMAC by General 
Motors, as will be indicated by this loan agreement which has been 
signed here on November 14, 1958, and in the chart there is represented 
by the green section representing subordinated debentures, and there 
were previous loan agreements that cover the same subject. 

Senator Dirxsen. Those figures on that chart, do those go back 
to 1936, or are those current ? 

Mr. Jones. On that red chart ? 

Senator Dirksen. Yes. 

Mr. Jones. That covers years, from 1936 to 1955, eliminating the 
war years. 

Senator Dirksen. The figures do? 

Mr. Jones. The end of 1955. I could have that brought up to 
1957, I believe. I would do that and give it to you right up to date 

Senator Harr. The record will be kept open for that purpose. 

Mr. Jones. As one of the definite evidences, and this is their evi- 
dence, not mine, this is a loan agreement entered into between General 
Motors and Acceptance Corp., and this list of prominent life insur- 
ance companies for their purchase of subordinated debenture bonds, 
which I mentioned in that statement—— 

Senator O’Manonery. What is the date of that document ? 

Mr. Jones. The date of this document is November 14, 1958, but 
there are similar ones that go back to the beginning of financing sub- 
ordinated debentures. 

Senator Harr. You were present yesterday during the testimony 
before the committee ? 

Mr. Jones. Yes, sir. 

Senator Harr. And isthis the document? 

Mr. Jones. Yes, the same document. 

Senator Harr. That an earlier witness referred to yesterday ? 


Mr. Jones. That’s right. I handed it to Mr. Cassat and he was 


talking on the same subject. I might read this as Senator Dirksen 
wasn’t at that meeting: 


(d) The company covenants that, so long as any of the notes shall remain 
outstanding, it will at all times maintain the aggregate of the capital stock 
and surplus of the company and its consolidated subsidiaries (determined 
on a consolidated basis and in accordance with generally accepted accounting 
principles and practices) at an amount at least equal to (i) 100 percent of the 
aggregate amount then outstanding of the notes and other senior subordinated 
indebtedness of the company or (ii), in the event that General Motors Corp. 
shall have ceased to be the owner of substantially all of the capital stock of the 
company (otherwise than as a result of a merger or consolidation of the com- 
pany into or with General Motors Corp., or of a dissolution or winding up of the 
company made in connection with the sale or other disposal to General Motors 
Corp. of all or substantially all of its assets, not prohibited by paragraph 
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6(c) (2) of this agreement, 150 percent of the aggregate amount then outstanding 
of the notes and other senior subordinated indebtedness of the company. 

In other words, General Motors is such an important part of their 
financing that these insurance companies have provided that in the 
event of GMAC being separated, GMAC put up 50 percent additional 
net worth capital. 

Now none of us have any such help. If GMAC were separated, 
Senator, they would simply do what Commercial Credit and CIT did 
when they were separated from their relationship and affiliation with 
Chrysler and Ford. 

They simply went out and did business with all of the automobile 
dealers. And if GMAC was divorced, they would simply go out and 
do business and furnish their services to Ford and Chrysler and to 
American Motors and the other independent manufactures, and these 
manufacturers would have the benefits of that service, and GMAC 
would not lose its identity as a finance company nor lose its ability to do 
a finance business. 

Now they might lose some of their ability to coerce the dealers, as 
was shown here. The dealer wanted to do business with our company, 
and I think they should have been able to do so. And they would 
lose incentive for holding dealers for General Motors. 

Senator Dirksen. Don’t General Motors dealers do business with 
you now ¢ 

Mr. Jones. Very few. I get very little business, and if you had 
been here during yesterday's session, you would have seen others testify 
tothesame thing. We get a little bit of business from General Motors 
dealers and it comes and goes. Our solicitors and our branch man- 
agers, unless we keep after them, don’t like to solicit General Motors 
dealers. They stay away from them because it is not something 
permanent. 

They may be able to get some business from them for a few months, 
and then all of a sudden there are reasons why they lose it. Now they 
can’t build on that sort of a program, so they would rather do business 
with other dealers. 

Senator Dirksen. The first provision in a consent decree that was 
entered into as the result of the civil suit, which incidentally followed 
the criminal suit in South Bend that you talked about, where they 
were found guilty, but they did enter into a consent decree I think in 
1952. 

Mr. Cuumerts. That’s right. 

Senator Dirksen. The first provision there is that— 

General Motors permit any finance compauy or other person to pay for any auto- 
mobile shipped or otherwise delivered by General Motors to any dealer upon 
written specific or continuing authority of the dealer to the extent and under the 
circumstances herein set forth. 

And, generally speaking, there is a permission now. I am advised 
one of the witnesses testified yesterday that about 19 percent of his 
business was done in GM paper. 

Mr. Jones. Yes; but he said he got a lot of that business from used 
car dealers, bootleggers. 

Senator Dirksen. I[ have no way of knowing. 

Mr. Jonrs. That is what I believe the witness said. But at the 
same time if he had gotten 19 percent from dealers, General Motors 
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was delivering about pretty close to 50 percent of the cars; he was stil] 
short of the normal part of his business. 

Senator Dirksen. You see what I am thinking about now, 1952 jg 
7 years ago, that they shall permit their dealers to have paper financed 
by independent companies. I think the decree also forbids them to 
coerce dealers in any way to use GMAC, and so forth. 

Now the question is whether or not that has been enforced, whether 
they comply, and whether dealers can finance through independent 
agencies. Ofcourse the record would have to show what that situation 
is, because this case you are speaking of concerning Mr. Munson goes 
back to 1935. 

Mr. Jones. Yes, sir. 

Senator Dirksen. That is 24 years ago. 

Mr. Jones. And it is on account of the fact you present now that 
I tell that story because of the importance of that story to the present 
situation subsequent to the consent decree, and it is one of the problems 
that we have with respect to the Department of Justice. 

We have presented to the Department of Justice the growth of 
GMAC since the consent decree, and they have said, “We would like 
to have present information about the coercion of automobile dealers.” 

But as a result of the coercion in the late twenties and the early 
thirties, GMAC is well entrenched with General Motors dealers, and 
you know that is true. People get into the habit of doing business 
with you. You get in the habit of going to one drugstore and you 
continue to do it. 

Maybe there is a closer one, but you get in the habit of going to 
that one, and there is entrenchment with the dealers that resulted from 
this coercion. 

Also this early coercion enabled them to eliminate almost their cost 
of acquisition, which in a normal finance company or business of any 
kind will be 30 or 40 percent of cost. So with that lower cost, they 
were able to show better operations, and as a result they became en- 
trenched in the money market. So they had the benefit of the double 
entrenchment with respect to costs. 

As a result of this entrenchment with General Motors dealers, 
GMAC could almost eliminate the normal sales and acquisition costs, 
thus showing much better than normal operating results. These ex- 
cellent operating results, coupled with the prestige and influence of 
General Motors ownership, enabled them to obtain terms, money, 
costs, and leverage unobtainable by other finance companies. 

Then I have given you the loan agreement. 

Senator Harr. Would it not be the desire of the subcommittee that 
this loan agreement be made a part of the record ? 

Senator O’Manoney. Isomove, Mr. Chairman. 

Senator Harr. If there is no objection, that will be done. 

(The document referred to may be found at p. 601.) 

Mr. Jongs. Now, answering your question about what happens as 
a result of this consent decree; whether or not they have broken the 
consent decree; the coercion of the early thirties built the house of the 
entrenchment that they are now using. The house is already built, 
so the Department of Justice cannot expect to find any evidence of 
coercion today. 
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Occasionally, of course, there will be slight repairs to be performed, 
and you may find some isolated shingles being renailed on, but there is 
so little of this evidence that such evidence being presented would 
actually react as being so little, as being evidence that there was no 

tive coercion. 
at the real effect of coercion is the knowledge of the dealers, which 
is generally known, about this form of coercion. And there is a form 
of dealer self-coercion in the many relationships that a dealer has with 
its motorcar manufacturers, of favors, such as was mentioned in the 
testimony given by Francis Conway. , 

For example, a dealer has either got too many cars or he hasn’t 
got enough. He is overloaded with cars and he says, “I don’t want 
any more cars,” or “I haven’t got enough.” Maybe there is a strike 
in the early part of the production and heneedsthem. _ 

So he knows or feels that if he does business with this finance com- 
pany, that he will be favored, so it is a self-coercion that you have 
today that is just as effect ive or more effective than it was back in the 
days when they were hitting these fellows over their heads. ; 

In the early pioneer days, the sheriffs and the policemen carried 
their guns on the outside of their coats, in the early pioneer days. 
Today, with law-abiding citizens, the traffic policemen down here 
don’t have to threaten you with a gun to get you to stop at the stoplight. 
You know your are supposed to stop there, and these dealers know who 
they are supposed to do business with today. 

You don’t need the overt acts of coercion, but you have got the covert 
acts which are still prevalent and more powerful. The subtle ones 
are more powerful than the others; than the ones that were handled 
so brutally and shockingly as the examples I gave you. 

Senator Dirksen. Mr. Jones, referring for a moment to what I 
mentioned about a witness testifying that they did 19 percent of their 
business on General Motors cars—-I1 think it was Mr. Cassat who so 
testified—the record here shows his testimony as follows, because you 
mentioned that those were used cars. 

Mr. Jones. No; I didn’t say they were used cars, but from used car 
dealers. 

Senator Dirksen. From used car dealers. 

Mr. Cassat said : “Our new cars financed from General Motors units 
consisted of only 19.76 percent of our new car units financed.” 

That was 1914 percent of all the new cars. 

Mr. Jones. Now, the final and gradual benefits from a divorcement 
of GMAC would accrue to the public and to the automobile industry. 

Because they are entrenched in the money market, it is not unlikely 
that they would continue in their tremendous leverage and would 
bring these competitive advantages over to the financing of Ford and 
Chrysler products and the other independent manufacturers. 

So our competition would be increased in the field that General 
Motors Acceptance Corp. today does not enter. Notwithstanding the 
increased competition to the finance company, it is my judgment that 
it should still be done for this very reason—it would increase competi- 
tion and would bring to Ford and Chrysler and to the other inde- 


pendent manufacturers the services of GMAC that today is held for 
General Motors alone. 
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GMAC and the insurance subsidiaries have been a great tool of 
dealer control. I would like to repeat that, because over the Years, 
this has become more and more important to General Motors, 

GMAC and the insurance subsidiaries have been a great tool of 
dealer control. All manufacturing companies desire to eliminate th 
turnover of its sales outlets. I am in the manufacturing business, ang 
T am well acquainted with the fact that if I can eliminate the turnoye; 
in my sales outlets, I have reduced my expenses. Such turnover jg 
very expensive. 

If a manufacturer develops a means that will reduce his turnover 
and reduce the possibilities of a manufacturers sales outlets switchin 
to its competitors, while at the same time such means attract the’ sales 
outlets from others, certainly such a manufacturer would soon haye 
dominance in its field. 

In this connection, it is a known fact that the policy of the board 
of directors of General Motors is to require that GMAC set up its 
financing plans such as to require and induce the General Motors 
dealers to recourse and guarantee the fulfillment of the time sales 
contracts. 

Under this arrangement, the dealer takes the losses on the reposses. 
sions, but obtains a reserve income which is taken out of the finance 
charges paid by the time buyer, and set up as a reserve on the books of 
General Motors Acceptance Corp., not on the dealer’s books, who js 
taking a loss, but on their books, and at given stated intervals during 
a year is paid to the General Motors dealer. 

This reserve fund is the source of profit and income to the dealers, 
According to evidence given by an officer of General Motors Accept. 
ance Corp. before the Monroney committee, over the years such reserve 
income to General Motors Acceptance Corp. dealers for their recourse 
amounted to, if I remember it, $3,000 per car repossessed. 





Now, this is very interesting, in view of the fact it covered years 


that cars sold for as little as $600 or $700 for Fords and Chevrolets 
back in 1935, up to $1,700 and $2,000 on Cadillacs, so you can see that 
$3,000 per repossession, they could have lost their car in the river 
and they would still make good money. 

But they got the car back and they sold it and they took but a small 
loss, and they had the $3,000 as their profit. So this had been a tre- 
mendous income to General Motors dealers. 

In addition to this, General Motors has established an insurance 
company and has adopted a policy of licensing the automobile dealers 
as agents, and paying them a commission on this insurance income. 
Thus the General Motors furnishes another income that is payable to 
the dealers. No other automobile manufacturer has any vans arrange: 
ment. 

Now they have got three pockets of income, the commission on the 
car, the reserve on the finance business, and the insurance income. 

This sets up a tremendous control of the General Motors automobile 
dealers by General Motors through the agency of General Motors 
Acceptance Corp. and the General Motors insurance subsidiaries. 

A dealer who has guaranteed a lot of his sales contracts with GMAC 
with the reserve for the losses on the book of GMAC and in the control 
and possession of GMAC would hesitate very much to switch his fran- 
chises and go to Ford or Chrysler or some independent manufacturer, 
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when he realized that he would have to trust General Motors sub- 
sidiary, GMAC, to collect on these accounts in a most efficient manner, 
in order to avoid losses and to give him the expected profit out of the 
reserves. And after he would switch to another manufacturer there 
wouldn’t be a friendly relationship any longer with his former con- 
nection naturally. That is a very human thing to expect. 

Furthermore, through the insurance of cars, he not only gets a com- 
mission from the General Motors Insurance Co., but when a loss occurs 
under the policy, General Motors, through its insurance subsidiary, 
issues the check for such losses and directs and influences almost com- 
pletely where the replacement of such parts and repairs are to be 
bought and serviced. 

If the dealer again should switch his franchise to either Ford or 
Chrysler or other independent automobile manufacturers, the repair 
business would be guided away from him to the succeeding General 
Motors dealer, whereas if the insurance business had been placed in- 
dependently of General Motors, it would follow him to the new fran- 
chise and he would be an independent merchant. So you see the con- 
trol. This isa further exercise of the control of automobile dealers by 
(general Motors. 

In addition to the control over the dealers, this setup places Gen- 
eral Motors’ own dealers in an enviable position with respect to com- 
petition with the dealers of Ford, Chrysler, and other independent 
dealers, since they have more pocketbooks, that is, dealers with 
Chevrolet, they have more pockets of income with which they can 
jockey their competition to advantage, and this is very true. 

For example, if they are competing on finance charges, they can 
reduce their finance charges down to the low competitive rate that is 
furnished by GMAC, which is much lower than that offered by some 
of the other independent finance companies or any other company, 
or if the competition is on the price of the car, then they can charge, 
and do charge, many times, the high finance charge which is permis- 
sible under the General Motors Acceptance Corp. multiple rate charge 
plan. And the difference between the low rate and the high rate is 
paid by General Motors Acceptance Corp. to the dealer. 

This can amount to as much as $300. So by juggling the finance 
charges with the customer, who is mindful of getting a big price on 
his trade-in, and if a dealer can find that he can get him signed up 
on a contract with a high finance charge, he can give him a bigger 
trade-in than otherwise can be given. 

With these advantages, the dealers would be foolish to switch fran- 
chises from General Motors to competing franchises, and for the con- 
trary reason good dealers of Ford and Chrysler and the independents 
are attracted to take on the General Motors franchises. This condi- 
tion is one of the chief reasons for failures of new automotive manu- 
facturers. 

If Kaiser-Frazer, for example, who put out—we had one company 
since the war, Kaiser-Frazer, come in—if Kaiser-Frazer, for example, 
who put out a very fine automobile, and they did—it was almost 
miraculous how little trouble was had with Kaiser-Frazer cars—who 

ut out a very fine automobile following World War II, had not 

n at such disadvantage on financing, they very likely would still 
be in business today. 
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In view of the attitude of the Department of Justice with regard 
to court action to divorcee GMAC from General Motors, it would 
wholly appear that the adoption by the Senate and the House of the 
bill that is being considered by this committee to prevent any auto. 
mobile manufacturer from owning his own finance company and its 

rovisions to force General Motors to liquidate or divorce itself from 

MAG, is the relief that is absolutely necessary to not only the sur. 
vival of the independent finance companies, but even more important 
to the healthy survival of the present motor car manufacturers, and 
the regeneration of a climate in which new manufacturers might very 
well be established in the automobile business. 

The most powerful tool that General Motors has at their option cap 
bring about a monopoly in the automobile manufacturing businegg, 
is the ownership of GMAC and the insurance subsidiaries. 

There is little doubt among those who are acquainted with the 
automobile business at its grass roots and informed on the contrasting 
operating profits of Ford, Chrysler, and General Motors, that Gen- 
eral Motors has the power, if it wished to turn it on, to completely 
crush all competition, not only the independent manufacturers but 
undoubtedly Chrysler and perhaps even Ford. 

Also, these informed people have grave doubts whether General 
Motors is pricing their cars realistically because of the fear of puttin 
competition out of business. With the divorcement of GMAC and the 
insurance subsidiaries, undoubtedly competition would be greatly 
restored and benefits would accrue to the motorcar manufacturers that 
would greatly strengthen their competitive position with General 
Motors. 

Senator Dirksen. Mr. Jones, have you an opinion or any informa- 
tion with respect to GMAC’s or GM’s compliance with the consent 
decree of 1952 ? 

Mr. Jones. I think pretty generally they have complied with the 
consent decree, but there are occasional instances where they don't, 
We have had some recent evidence. But they dont’ have to. 

They can comply with that consent decree and they still get the 
same effect. You see, that is the point. 

They have got their house built. They built their house and became 
entrenched with the dealer back before the consent decree. They got 
the house built. 

You don’t hire carpenters to build some more of a house you already 
have built. You don’t need journeymen, so you don’t see them around 
coercing any more. They don’t need to. They have got their house 
built. They are living in it and they are enjoying the fruits of it, 
and with the full consent of those who might and should do something 
about it that is the government under the consent decree. 

Now we have been trying to get this relief since 1937, and I think 
that is one of the urgencies of this thing, Senator. 

Back in this experience that I had with this dealer, Grant Munson, 
at that time—and I was in the middle of it and I experienced it just 
as much as Grant Munson did, because I was familiar with what was 
going on all the time—he told me his troubles and it concerned our 
company, it is a funny thing you know, but at that time I kind of had 
an inferiority complex with respect to it. I kind of thought maybe 
by gosh they had the right to the business, and the means they used. 
And I expect maybe those General Motors weren’t bad fellows. 
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All the people I have ever known in General Motors, GMAC, have 
been very wonderful men. But I expect they were ignorant, too. 

But the responsibility is on the Government to regulate commerce, 
and we have got the laws on the books, and it is how fast you act on 
ae things, and when you delay, as has been delayed from 1937—it 

21 years that this has been in the court, 21 years, with the result 
that delay encourages not only General Motors in their use of concen- 
trated power, but others to imitate them. 

Now again, I say, I wasn’t sure what my rights were. I think 

maybe they too, did not realize what they were doing. These men in 
General Motors are nice fellows, but people do funny things with titles, 
when they have an objective. 

Take a young farm boy down there in Illinois, Senator aes 
and you can puta uniform on him, and you can indoctrinate him for 
few months, and that farm boy will takea gun and go over to Geciaats 
or some other country and he will shoot another farm boy, with his 
uniform on, which neither would do with their farm overalls on. 

Or a man who is president of a company will be required to dis- 
charge some fellow that he loves very much. Maybe he has worked 
for him for a long time. They are unpleasant duties. 

Or a judge has to put a guy away in jail for a long time or hang 
him or something like that. You don’t do those things except with 
a title, and I think that is what happened in these cases. They were 
regional managers of Chevrolet and other car divisions and they had 
been told: “You get a quota in Indiana. You get so much for 
GMAC.” 

And that is the way these things are done. That zone manager was 
following an objective. So I don’t have any ill feeling toward these 
people in General Motors. 

But 1 do feel that that is the reason why it is so imperative that 
relief is not delayed, and that companies like General Motors know 
where they stand. 

General Motors is a champion. I respect them. I like General 
Motors and I am proud of them, and I talk that way. 

I visited Europe last year and I bragged about our companies in 
this country, but there are some things wrong with them. 

Now if they are champions, the only thing I ask is if they are 
champions let them keep running. And as a result of running faster 
than anyone else, they continue to be champions, but not because they 
are entrenched in certain positions, or they put hobbles on the others 
that are competing with them. 

There is nothing wrong with that, but they must be told quickly, 
just like you tell a child. You don’t let a child do things that are 
wrong and tell them 20 years later. That is your responsibility. 

I say to you that I feel as much responsible for what happened in 
Indiana because I was ignorant of my rights as I am of the fellows 
who exerted this coercion. I am as much wrong on account of my 
ignorance. 

This is a serious thing, handling General Motors—here is a very 
fine corporation. We ought not to do anything except by our con- 
sidered judgment, and it ought to be the result of a lot of information 
and questions asked, and that is why I am here. 
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If GMAC was divorced from General Motors, it would hurt nobody, 
It would not hurt General Motors stockholders. It would not hur 
my friends in GMAC and it would not hurt anybody who works for 
General Motors. 

What I think would happen is that the talented men in Genera} 
Motors and GMAC would have to make full use of their talents jp 
order to keep on top. 

These big corporations have tremendous talent and brilliant men, 
but so often when they get entrenched and things become so easy 
they have to actually be more careful not to get too large a percent 
of the market, instead of pushing ahead as they should. When they 
get in that position, it is evident the Government hasn’t been per- 
forming its duty. 

Now when you take their unnatural advantages away from them go 
that they have to put out their best efforts, as I think the divorcement 
of GMAC would cause them to do, it would result in more competition 
in the finance business. It certainly would. I think the officers then 
in General Motors would have to get out there and pitch to keep their 
percentage of the automobile business. Their talents would be chal- 
lenged as they should be. 

Senator O’Manoney. Mr. Jones, I want to interrupt you first be- 
cause I want to compliment you for this very brilliant statement that 
you have made, for the simplicity with which it has been made. 

I have particularly in mind the sentence which you used just a few 
moments ago with respect to General Motors, and the other finance 
companies. You said, “Let the champion run as fast as he can run, 
but let him not put hobbles on me.” 

Mr. Jones. Thatisright. That is all we ask. 

Senator O’Manoney. In other words, if there is a race on a running 
track, every runner should have the same advantage. 

Mr. Jones. That is all we want. 

Senator O’Manoney. And no runner is required to carry weights in 
his shoes. 

Mr. Jones. And if you divorce GMAC, there will be nobody hurt. 
The public will not be hurt. I think that if you divorce GMAC so 
far as the public is concerned, I can see very readily that rates to 
the public should go down so far as GMAC and the rest of the industry 
is concerned. 

You can investigate this. You can ask GMAC and they will tell 
you. They furnish dealers multiple rate charts. When you talk 
about GMAC costs being lower, they have three or four rate charges 
that I know about that will run from $6 up to $8 per hundred per year. 
Under certain circumstances as high as $9 per hundred. I have heard 
the president of GMAC in a meeting say, “We will permit up to $9 
per hundred. Now, $8 per hundred per year on the installment plan 
is equal to 14.8 simple interest and $9 is equal to 16.65 percent simple 
interest. Those are high rates for anyone to charge on new cars. 

Now that is the thing, that they juggle these finance charges. It 
depends on which way the customer wants to do business. If he is 
very anxious to get a big price for his trade, well then the dealer 
can give it to him and get it back by using GMAC’s high rate charts. 

So GMAC doesn’t require low finance charges to customers. The 
dealer sets the rates for the financing, and he sets it for the purpose of 
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juggling back and forth against his competition. It is a further exer- 
cise of control of the dealer and also control of the deal itself. GMAC 
furnishes the rate charts and the plans for this practice and cooperates 
jn the packing of charges. 

Senator Dirksen. Mr. Jones, what is the annual dollar volume of 
business that your company does ? 

Mr. Jones. In the automobile finance business ? 

Senator DirKsEN. Overall. 

Mr. Jones. We have been chiefly, Senator, in the automobile finance 
business for 37 years. Almost all of it was finance business in the 
beginning. 

In recent years our trend has gone in the direct loan business until 
we are doing about a third in the direct loan business and two-thirds 
in the finance business. 

Senator Dirksen. By “direct loan” you mean what, to individuals? 

Mr. Jones. Yes, those who come in and borrow direct from us. 

Senator Dirksen. Personal loans? 

Mr. Jones. Yes, personal loans. We are two-thirds in the auto 
finance business today. We have always been more interested in the 
automobile finance business. That is where my personal interest 
has always been. We have in the automobile finance business about 
$12 million outstanding. 

Senator Dirksen. Have grown in the last few years ? 

Mr. Jones. Yes, sir. 

Senator Dirksen. Have you grown also profitwise in the last few 
years ? 

Mr. Jones. Our profits are about the same percentage of the net 
worth. Our net worth has grown. The company is owned by my- 
self. I don’t have outside stockholders, so we allow our profits to 
accumulate, and those profits naturally that accumulate will make 
more profits because we loan them out, so our profits have gone up in 
dollar total, but in the percentage to net worth it has gone down this 
past year because the automobile business was off. Our profits went 
down. 

Senator O’Manonery. Mr. Chairman, just one question. 

Mr. Jones, have you seen Mr. Cassat’s exhibit 1, a study of General 
Motors Acceptance Corp.’s position in the automobile installment 
credit industry ? 

Mr. Jones. Yes, sir, I have. 

Senator O’Manonry. This is dated February 1959. On page 3, it 
earries chart No.1. Have youseen that? 

Mr. Jonrs. Yes, sir. 

Senator O’Manoney. And have you examined that chart? 

Mr. Jones. I have. 

Senator O’Manonery. Is it, in your opinion, a correct representation 
of the comparative position of GMAC and other finance corporations? 

Mr. Jones. It is, Senator. It is taken from the Federal Reserve 
Board figures and from the public financial statements of the com- 
panies involved. 

Senator O’Manonry. This is taken from the Federal Reserve 
Board figures? 

Mr. Jones. That’s right. 

Senator O’Manoney. This shows that in 1948 GMAC was doing 
less than 20 percent of the business of automobile finance. 
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Mr. Jonrs. Yes, sir. 

Senator O’Manonry. And that rose to something more than about 
29 per cent in 1950? 

Mr. Jones. In 1952. That’s right, 1950, you are right. 

Senator O’Manonry. And then declined in 1951 to just a little 
over 28 percent ? 

Mr. Jones. Yes, sir. 

Senator O’Manonry. Then between 1951 and 1952 it was practically 
stationary. 7 

Mr. Jones. That’s right. 

Senator O’Manonry. That was during the period of the Depart. 
ment of Justice suit against these producer company finance com. 
panies ? 

Mr. Jones. That is right. 

Senator O’Manoney. But after the consent decree of 1952, this 
chart shows a steady rise in the percentage of the business done by 
IMAC, until in 1957 it was about 41 percent, while CIT, the sub- 
sidiary of Ford, was falling from approximately 17 percent in 1948 
to about 14 percent in 1957. 

Mr. Jones. No, not a subsidiary; it is an independent company, 
CIT was affiliated back hefore 1938 

Senator O’Manoney. Was it an affiliate of Ford? 

Mr. Jones. No, not at this time, not during the period of this chart. 
You see, they were up to the time of the indictment at South Bend 
that I told you about. That was back in 1938, but since 1938 they 
were separated under the terms of a consent decree. 

Senator O’Manoney. In any event, according to this chart, since 
the issuance of the beginning of these suits, the share of CIT was con- 
stantly falling. 

Mr. Jones. That’s right. 

Senator O’Manonry. While GMAC was constantly rising. 

Mr. Jones. Now, the other point there, do you see “All other com- 
panies,” this chart covers GMAC and the large companies, and then 
that one line at the top, running from 40 percent down to 23 covers 
all other independent small finance companies. 

Senator O’Manonry. Let me put it this way: 

This chart will show that in 1948, GMAC did about 19 percent of 
all the business; is that right? 

Mr. Jones. Yes, sir. 

Senator O’Manoney. And in the same year all other companies did 
about 39 percent. 

Mr. Jones. I would like to correct one thing, to clear up one thing 
in your mind there. This chart covers the business done by finance 
companies. It does not include banks. 

Senator O’Manoney. I understand that. 

Mr. Jones. This is competition between finance companies. 

Senator O’Manonry. Yes. In 1948 General Motors was doing 
about 19 percent of all the finance company business. 

Mr. Jones. That’s right. 

Senator O’Manonry. And then at the same time, all other com- 
panies combined were doing about 39 percent; is that not right? 

Mr. Jones. No; this “all other companies” represents all the com- 
panies other than those mentioned by the five lines shown for the other 
finance companies. 
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They are GMAC, CIT, Commercial Credit Associates, Pacific, and 
General Finance. That is in order of size. The top line is for all other 
companies other than that group. 

Senator O’Manonry. Other than ? 

Mr. Jones. That is the rest of them. 

Senator O’Manonry. I see. 

Mr. Jones. Yes. That is mostly small companies. 

Senator O’Manonry. Each of these companies mentioned on the 
chart, CIT, Commercial Credit, the Pacific Finance Co., and Genera! 
Finance Co. 

Mr. Jones. These five companies are all independent companies. 

Senator O’Manoney. All independent companies? 

Mr. Jones. But they are the larger companies in the industry. 

Senator O’Manonry. They are now doing less of this finance busi- 
ness-——— 

Mr. Jones. Oh, yes. 

Senator O’Mantonry. Than they were doing in 1948? 

Mr. Jones. That’s right, precentagewise. 

Senator O’Manoney. Percentagewise? 

Mr. Jones. Yes. 

Senator O’Manonry. Whereas GMAC is doing almost twice as 
much business as it was doing ? 

Mr. Jones. Yes, and all other companies have. 

Senator O’Manoney. The smaller companies have dropped from 39 
percent 

Mr. Jones. To less than 24. 

Senator O’Manonry. To less than 24? 

Mr. Jongs. Yes, sir. 

Senator O’Manoney. Thank you very much. 

Mr. Jones. And this is from the Federal Reserve figures and their 
published reports. 

Senator Harr. Mr. Chumbris. 

Mr. Cuvumpris. Just one question. Do you have an insurance affili- 
ate with you ? 

Mr. Jones. We don’t own any fire insurance companies such as 
General Motors Acceptance Corp. ; no; we don’t. 

Mr. Cuumenris. In other words, who insure the loans that you make ? 

Mr. Jones. An independent insurance company that we negotiate 
with to insure what business we get ; yes. 

Mr. Cuumerts. One other question: When you said direct loans con- 
stitute one-third of your business to date, is that loans for the purchase 
of automobiles ? 

Mr. Jongs. It would cover automobiles principally, but we also 
make loans on unsecured notes under industrial loan license, what we 
call industrial loan licenses. We will make loans up to around $3,000 
or $4,000. 

Mr. Cuumprts. In other words, if I wanted to go an buy a car, I 
come to you first and say, “Would you loan me so much money ?” 
Then I pay off the dealer. 

Mr. Jones. Yes; that is one way, but we don’t do much of that be- 
cause we do business with the dealers, and that offends the dealers. 

(The prepared statement of Mr. Jones is as follows :) 


My name is Paul Jones, and I have been in the automobile finance business and 
connected with the same company since 1922, where I started as a bookkeeper 
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37 years ago. The name of my company is the ASC Corp., operating as Americap 
Security Co., and it is located at Marion, Ind. I have been very active over the 
years in association work, both in the State and the national finance associatig 
having held the office of secretary and president of our Indiana State Associati 
and was the first president of the present American Finance Conference, ang a 
director of its predecessor, the National Association of Sales Finance Companies, 
I have been particularly interested in the public relations aspect of the finange 
business, and in the preservation of a free competitive market to insure the 
continued fair treatment of the time buyer. The American Finance Conference jg 
the only present national trade association, and its membership is compogeg 
entirely of independent finance companies, being companies that have never beey 
owned by or affiliated with an automobile manufacturer. As the first president 
of the American Finance Conference I have had a continued interest over the 
years in all efforts to restrain monopolistic trends in the industry, or to curh 
those practices that block the opportunity of independent finance companies to 
share in the finance business without artificial restraints. A shocking amount of 
coercion existed in this business in the late twenties and the thirties on the part 
of all three manufacturing companies—that is, General Motors, Ford, and Chrys. 
ler—and their factory owned or factory affiliated finance companies, Genera] 
Motors Acceptance Corp., Universal CIT, and Commercial Credit Co. I wags 
vitally interested, therefore, in the Department of Justice actions to obtain relief 
from these practices for the independent finance industry, and was active in the 
efforts to cooperate with the Department to obtain information and evidence of 
such practices. Consent decrees were entered into by Ford Motor Co. ang 
Chrysler, and Commercial Credit and CIT, to eliminate these practices, but 
General Motors and GMAC were brought to trial by the Government in the 
Federal court at South Bend after a Federal grand jury indictment. Two 
venue witnesses were necessary to establish the South Bend court’s jurisdiction 
over the case, and these two venue witnesses came out of the experience that 
our company had with respect to coercion of Chevrolet dealers who wanted to do 
business with my company, the American Security Co. I believe this committee 
would be interested in having a brief statement about these two dealers, 
The first dealer referred to was Grant T. Munson who, in 1935, was a Chevrolet 
dealer at Marion, Ind., and his testimony can be found in volume II of the tran. 
script of record in the U.S. Court of Appeals for the Seventh Circuit, U.S.A, y, 
General Motors Corp., et al., at page 714. We knew some details of the shameful 
coercion of this dealer to force him to discontinue to do business with our 
company and do business with GMAC. I was asked to see if I could persuade 
him to be a witness at the trial at South Bend. His home was close to my home 
in Marion, Ind., and I called him on Sunday morning and I spent the whole 
day with him in an attempt to convince him that it was his duty to testify at the 
trial at South Bend. He was inclined to do so, but was afraid of the con- 
sequences, which subsequently proved to be correct. Finally, at about 4 o'clock 
in the afternoon, he said, “All right, Paul, I will testify at the trial,” and I 


replied, “Let’s go get the letters that you have from GMAC and General Motors, | 


so that we can take them to the U.S. Assistant Attorney General at South 
Bend and give him your testimony.” He said OK, but we would have to go 
out to the farm, and I asked why. He said “You'll find out after we get there.” 
He had a farm south of the town of Marion. We proceeded to the farm, he drove 
into the barnyard close to the shed, went into the shed and got a spade, and 
together we went into a field and he dug a hole in the ground, at the bottom of 
which was a steel box out of which he pulled the letters, correspondence, and 
other records that were involved with General Motors and GMAC, These letters 
were later testified to and entered into the records at the South Bend trial, and 
{ am presenting copies of these letters copied from the transcript of the trial for 
your perusal. 


Grant Munson had started in business as a Chevrolet dealer in Marion, Ind, | 


in March of 1935. Because we were a local company and could give him quick 
service on his time sales contracts, and because we would buy his time sales 
contracts without recourse and GMAC required recourse on the contracts, he 
preferred to do business with our company. He did both his wholesale inventory 
transactions and sold most of his retail contracts to.us. While he started in 
business only in March of 1935, by the fall of 1935 pressure began to come from 
General Motors, that is the Chevrolet Division of General Motors, on Grant Mun- 


son to do business with GMAC. | Perusal of his testimony referred to above will | 
show that he had frequent calls from the Chevrolet representative, Mr. Mortlock, 
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demanding that he give his business to General Motors Acceptance Corp. The 
Chevrolet representative would ask him to go riding with him in an automobile, 
and in the car, away from any witnesses, he would put pressure on Grant Munson 
todo business with GMAC. ; 

By the late fall of 1935, it was time to consider the renewal of the franchise 
for the year 1936. Mr. Munson in his testimony states that while he had signed 
his contract with the Chevrolet Motor Co. that they withheld the contract and 
did not mail or give it to him. At one of the meetings with Mr. Berger at 
Indianapolis he was told by Mr. Berger that he would not receive his 1936 con- 
tract until he had agreed to floor plan his cars with General Motors Acceptance 
Corp. Conversations continued along this line and Grant Munson agreed to 
increase his business to GMAC at various meetings with Mr. Berger and Mr. 
Mortlock at Marion and at Indianapolis, but not enough to satisfy them. During 
this period of time cars were shipped to him only sparingly, and he was unable to 
deliver cars to his customers. 

The first Government exhibit, No. 136, dated May 14, a letter to Grant Munson 
from Mr. Berger, explains the promise that Mr. Munson had made to give 
GMAC 100 percent of his retail business starting May 15. This he failed to do, 
and he was called into the zone managers’ office by a letter dated June 3, 
attached. Then Mr. Munson wrote a letter to Mr. Alfred P. Sloan, president of 
General Motors, and to Mr. W. E. Holler, sales manager of the Chevrolet Motor 
Oo. Division, Government exhibit No. 139 and 140, respectively, telling of his 
troubles and his inability to get cars, listing the important sales that he had 
made and his failure to be able to deliver on them. He received no reply from 
either Mr. Holler or Mr. Sloan, but did receive acknowledgment of the letters 
from Mr. Hatch, assistant general sales manager, and Mr. Dineen, director of the 
sales section for Mr. Sloan. His letter from Mr. Hatch dated June 23, and Govy- 
ernment exhibit No. 141 attached, stated that Mr. Holler had taken up the 
matter with Mr. A. F. Young, who was regional manager, and that Mr. Young 
had wired Mr. Berger to check up on the orders and to furnish Mr. Munson with 
cars. Mr. Munson then received a letter dated June 22, 1936, from George V. 
Miller, assistant car distributor at Indianapolis, listing the cars that Mr. Munson 
had on order, describing them, pricing them, then stating in this letter, which is 
Government exhibit No. 143 attached, that “Will you kindly therefore see to it 
that we are supplied with certified funds in individual checks corresponding with 
the above amounts and order numbers. This will greatly facilitate the schedul- 
ing of individual units and speed up the production of the models required. It is 
imperative that we have certified funds in this office in order to schedule the pro- 
duction of these units with the plant.” 

In other words, while his appeal to Mr. Holler and Mr. Sloan did get him 
cars, the requirement as shown by this exhibit was to the effect that he must 
send them certified checks in advance and then they would schedule the cars 
for production in the manufacturing plant and, as a matter of practice, he re- 
ceived these cars from a month to 6 weeks later. So Grant Munson, and the 
American Security Co., who was financing him, financed not his (Grant Munson’s) 
business but was required to finance the production of these cars for the motor 
ear manufacturer, General Motors. This requirement was immediately after 
letters telling Mr. Holler’s directions to deliver cars to Munson; in fact, the 
letters were dated within 1 day of each other. As attorneys on this committee 
will realize, this was at great risk on the part of our company, because we had 
to loan a thinly capitalized dealer money on an unsecured basis, wait 6 weeks for 
the cars for which the funds were paid, and then have them as security to these 
funds. In case of bankruptcy, of course we would have no security on the 
cars. This is in contrast to the arrangement that Chevrolet Motor Co. had 
with GMAC in which the title to any such cars would be sent directly to them 
so that they would have security instrument prior to the payment of funds for 
the cars, and they did not have to pay for these cars until they were released 
for delivery to the dealer. Undoubtedly GMAC and General Motors officials be- 
lieved that our company would refuse to take this risk and therefore Grant 
Munson would be forced to do his finance business with GMAC. 

Although they permitted Grant Munson to operate in 1936 as a Chevrolet 
dealer, sometimes getting cars and sometimes not getting cars, he never operated 
with a contract, and when he finally received his 1936 contract by registered mail 
in January of 1937, in the same mail he received a second registered letter of 
cancellation. Mr. Munson in the early part of 1937 made a trip to Detroit 
and got an interview with Mr. Holler, and his evidence shows that as a result 
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of that he was able to continue as a Chevrolet dealer. I do not remember, and 
the evidence does not show, whether he ever got the 1937 sales contract or not 
but the evidence does state that he increased his business with GMAC, 

Subsequent to his testimony at South Bend, Grant Munson was bought out by 
a Chevrolet dealer at Indianapolis who was then a motor holding dealer for 
General Motors in Indianapolis, that is, General Motors, under the motor 
holding plan, furnished a great deal if not all of the capital for such a dealey 
After the dealer was bought out by the Indianapolis dealer, our company, of 
course, was blocked out of buying any business from the succeeding dealg 
except of course an occasional deal that might come from a former customer 
who demanded our services. 

The other venue witness (testimony covered in vol. II, p. 622, U.S. Circuit 
Court of Appeals for the Seventh District, U.S.A. v. General Motors Corporatign 
et al.) was a dealer at Gas City, Ind., a suburb of Marion. The dealer’s name 
was Ray Underwood. He tells his story, which is similar to Grant Munson’, of 
the efforts of the road men and Mr. Berger, the zone manager, to get him to a 
business with GMAC. He states in his testimony that he did business wig, 
our company, the American Security Co., from 1926 until 1935. He tells how 
he was canceled out by Mr. Berger for not doing business 100 percent with 
GMAC, and within a period of a week he was reinstated as a Chevrolet dealer 
when he agreed to go with GMAC. When he was canceled out he came to my 
office and asked me what he should do. I told him that since he had his lifes 
investment in his business that I would indicate my willingness to do business 
with GMAC, and I felt sure that he would be reinstated, which he was. This 
dealer is still in business and we have never had any finance contacts, sinee, 
excepting occasional deals from a former customer of ours who might demand 
to go through our company. 

Subsequent to the conviction of General Motors by the Seventh District, Ug 
Court of Appeals, the Department of Justice brought action to divorce GMA¢ 
from General Motors. This case was resolved in a consent decree entered into 
by the Government with General Motors and GMAC in 1952. The consent decree 
gave the all-clear signal to GMAC to push ahead in the business, and a stndy 
of their growth will indicate that General Motors Acceptance Corp.’s great growth 
occurred following this consent decree, and the tremendous leverage that they 
enjoy today began with their financial activities including the sale of subordi- 
nated debentures and debentures that started subsequent to the 1952 consent 
decree. 

Information has been presented to the Department of Justice on the part of 
independent finance companies showing the great growth of GMAC since 19 
and the increased percentage of the volume of business done by them of the 
total financed by the finance company industry. The Department of Justic 
has indicated that they doubt that they can legally open the consent decre 
without present evidence of coercion of the type that I have mentioned that 
eccurred in the 1930’s. Of course, coercion of this type will not be found today 
because it is not needed. As a result of the coercion in the early 1930's and 
late 1929, GMAC is well entrenched with the General Motors automobile dealers. 
Asa result of this entrenchment with General Motors dealers, GMAC could almost 
eliminate the normal sales and acquisition costs, thus showing much better than 
normal operating results. These excellent operating results coupled with the 
prestige and influence of General Motors ownership enabled them to obtain 
terms, money costs, and leverage unobtainable by other finance companies. 

Perusal of the Senior Subordinated Loan Agreement entered into between 
GMAC and a group of life insurance companies will disclose the exclusive power 
they have to obtain funds because of General Motors ownership. Boldly it sets 
out the shocking agreement that if GMAC is separated from GM it will increase 
its aggregate capital and surplus from 100 percent of the senior subordinated 
notes outstanding to 150 percent of such subordinated notes outstanding. 

The double entrenchment with dealers and financial institutions and so forth, 
made them impregnable to competition. The coercion of the early 1930's built 
the house of entrenchment which they are using today. Of course they don't 
have any carpenters and journeymen continuing to build the house. The house 


is already built, so the Department of Justice cannot expect to find any evidence | 


of coercion today. Occasionally, of course, there will be some slight repairs to 
be performed, and you may find some isolated shingles being renailed on, but 
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; ittle of this that such evidence being presented would actually react 
there 9 ae itt as being evidenced that there was no effective coercion. 
7 a evaiiéal and final benefits from a divorcement of GMAC would accrue to 
fondle and to the automobile industry. Because they are entrenched in the 
poe arket it is not unlikely that they would continue with their tremendous 
a aed would bring this competitive advantage over to the financing of 
Sapand Chrysler products and the other independent manufacturers. So our 
en tition would be increased in the field that General Motors Acceptance 
ten eoday does not enter. Notwithstanding the increased competition to the 
a company, it is my judgment that it should still be done for this very 
. n—it would increase competition, and would bring to Ford and Chrysler 
wd to the other independents the services of GMAC that today is held for 
ors alone. 
See aud the insurance subsidiaries have been a great tool of dealer control. 
All manufacturing companies desire to eliminate the turnover of its sales out- 
jets. Such turnover is very expensive. If a manufacturer develops a means 
that will reduce this turnover, and reduce the possibilities of a manufacturer s 
sales outlets switching to its competitors, while at the same time such means 
attract the sales outlets from other competitors to such a manufacturer, cer- 
tainly such a manufacturer would soon have dominance in its field. z 
In this connection, it is a known fact that the policy of the board of directors 
of General Motors is to require that GMAC set up its financing plans such as to 
require and induce the General Motors dealers to recourse and guarantee the 
fulfillment of the time sales contracts. Under this arrangement, the dealer takes 
the losses on repossessions, but obtains a reserve income which is taken out of 
the finance charges paid by the time buyer and set up as a reserve on the books 
of General Motors Acceptance Corp. and at given stated intervals during a year 
is paid to the General Motors dealer. This reserve fund is the source of profit 
and income to the dealers. According to evidence given by an officer of GMAC 
before the Monroney committee, over the years such reserve income to General 
Motors Acceptance dealers amounted to, as I remember it, $3,000 per car re- 
possessed. Since this is an average over the years and included years when 
many cars weren’t selling for over $600 or $700 apiece, and even a Cadillae would 
sell for somewhere from $1,700 to $2,000, you can see that the $3,000 per repos- 
session actually was more than the total value of any new car ever sold. So 
this has been a tremendous income to the General Motors dealers. In addition 
to this, General Motors has established an insurance company and has adopted 
a policy of licensing the automobile dealers as agents, and paying them a com- 
mission on this insurance income. Thus General Motors furnishes another 
income that is payable to the dealers. No other automobile manufacturer has 
any such arrangement. This sets up a tremendous control of the General Motors 
automobile dealers by General Motors through the agency of General Motors 
Acceptance Corp. and the General Motors insurance companies. A dealer who 
has guaranteed a lot of time sale contracts with GMAC with the reserve for 
losses on the books and in the control and in possession of GMAC would hesitate 
very much to switch franchises and go to Ford or Chrysler or some independent 
manufacturer when he realized that he would have to trust General Motors’ 
subsidiary, GMAC, to collect on these accounts in a most efficient manner in 
order to avoid losses and to give him the expected profit out of the reserves. 
Furthermore, through the insurance of cars he not only gets a commission from 
the General Motors insurance company, but when a loss occurs under the policy, 
General Motors, through its insurance subsidiary, issues the check for such 
losses and directs and influences almost completely where the replacement of 
parts and repairs are to be bought and serviced. If the dealer should switch 
again his franchise to either Ford or Chrysler or other independent automobile 
manufacturers this repair business would be guided away from him to the 
succeeding General Motors dealer, whereas if the insurance had been placed 
independently of General Motors it could have followed him to the new franchise. 
This is a further exercise of control of automobile dealers by General Motors. 
In addition to the control over the dealers this setup places General Motors’ 
own dealers in an enviable position with respect to competition with dealers 


of Ford, Chrysler, and other independents; since they have more pockets of 


income with which they can jockey their competition to an advantage. For 


example, if they are competing on finance charges they can reduce their finance 
charges down to the low competitive rate that is furnished by GMAC which is 
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much lower than that offered by any other independent finance company or g 
other national company, or if the competition is on the price of the car the 
they can charge, and do charge, many times, the high finance charge which 1 
permissible under the General Motors Acceptance Corp. multiple rate ¢h + 
methods, and the difference between the low rate and the high rate is paid ie 
General Motors Acceptance Corp. to the dealer. This can amount to several h 
dred dollars of income and affords the dealer the opportunity of offerin ¢4 
greater trade-in allowance than can be offered by its competitors on a inet : 
Sale. With these advantages, the dealers would be foolish to switch franchises 
from General Motors to competing franchises, and for the contrary reaso: 
good dealers of Ford and Chrysler and the independents are attracted to take 
on the General Motors franchises. This condition is one of the chief reasons 
for failures of automotive manufacturers. If Kaiser-Fraser, for example oa: 
put out a very fine automobile following World War II, had had such an ad- 
vantage, they perhaps and very likely would still be in business today, 

In view of the attitude of the Department of Justice with regard to court action 
to divorce GMAC from General Motors it would wholly appear that the adoption 
by the Senate and the House of the bill that is being considered by this com- 
mittee to prevent any automobile manufacturer from owning his own finance 
company and its provisions to force General Motors to liquidate or divorce itgeg 
from GMAC is the relief that is absolutely necessary to not only the survival of 
the independent finance companies but even more important to the healthy gp. 
vival of the present motorcar manufacturers, and the regeneration of a climate 
in which new manufacturers might very well be established in the automobile 
business. The most powerful tool that General Motors has that at their option 
can bring about a monopoly in the automobile manufacturing business, ig the 
ownership of GMAC and the insurance subsidiaries. There is little doubt among 
those who are acquainted with the automobile business at its grassroots and 
informed on the contrasting operating profits of Ford, Chrysler, and Genera) 
Motors, that General Motors has the power, if it wished to turn it on, to cop. 
pletely crush all competition, not only the independent manufacturers but wm. 
doubtedly Chrysler and perhaps even Ford. Also, these informed people have 
grave doubts whether General Motors is pricing their cars realistically because 
of the fear of putting competition out of business. With the divorcement of 
GMAC and the insurance subsidiaries undoubtedly competition would be greatly 
restored and benefits would accrue to the motorcar manufacturers that would 
greatly strengthen their competitive position against General Motors. 


Mr. Lucas. Mr. Chairman, the hour is growing rather late, but I 
only have approximately 10 minutes of a statement that I should like 
to make before you adjourn until this afternoon, if it is possible. 

Senator O’Manoney. Mr. Chairman, may I say to the Senator 
that it would be very difficult for members of the committee to assemble 
this afternoon. I know the chairman has postponed a very important 


conference with the Defense Department. It is utterly impossible | 


for me to be here this afternoon, and we would not like to cause the 
remaining witnesses to abbreviate their testimony. I was about to 
suggest to the chairman that we adjourn until tomorrow morning. 
r. Lucas. There aren’t any more. There are plenty of other 
witnesses, but insofar as those who are connected with the American 
Finance Conference, I am the last witness and I have to leave early 


a 


in the morning to catch a plane at 8:30, and if I could conclude, | | 


would be very grateful to the chairman. It won’t take very long, 
unless some Senator starts filibustering with a lot of questions 
[ Laughter. | 
Senator O’Manoney. Now, that is not the way to ask a favor. 
Mr. Chairman, I suggest we listen to another filibustering Senator, 
an ex-Senator. [Laughter. | 
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STATEMENT OF SCOTT W. LUCAS, COUNSEL, AMERICAN FINANCE 
CONFERENCE, WASHINGTON, D.C. 


Mr. Lucas. Thank you very much. tf 

What I am going to say, Mr. Chairman, is more or less a repetition 
of what has been said by other witnesses who have testified here on 
esterday and today. ey tee 

My name is Scott W. Lucas. I am a practicing attorney in Wash- 
ington, D.C., and appear before you on behalf of the American 
Finance Conference, a trade organization comprising some 300 inde- 

ndent finance companies, with about 2,000 retail outlets in different 
communities throughout the United States. It is estimated that 
approximately 25,000 people are employed by members of this 
organization. ; ; 

For the information of the subcommittee, I have been Washington 
counsel for the American Finance Conference since 1951 and have 
an intimate knowledge of the competitive advantages of General 
Motors Acceptance Corp. over all independent companies. 

Mr. Chairman, on behalf of the conference, we support the ob- 
jective of the bills before this subcommittee, because we think they 
address themselves to the greatest domestic problem facing the 
Nation—the growing concentration of economic power. This grow- 
ing concentration is nowhere better evidenced than in the GM-GMAC 
ieship, and in the announced intention of Ford to reset up its 
own finance company. 

S. 838 or S. 839 would put an end to automobile manufacturers 
engaging in the finance business, an end which will be mourned by 
none except the monopolists. Senator O’Mahoney and Senators Ke- 
fauver and Hennings deserve the gratitude of the independent com- 
panies and the car-buying public for sponsoring these measures—the 
outgrowth of the spadework so capably and so carefully performed 
over the past few years by this subcommittee of the Senate Judiciary 
Committee. 

In its staff report of 3 years ago, this subcommittee raised an inter- 
esting question, after a detailed discussion of the GM—GMAC relation- 
ship. That question, which these bills resolve, was whether the 
“problem can ever be solved short of complete separation of General 
Motors and GMAC.” Apparently, this committee, after long years 
of study, has reached the conclusion, by the introduction of the bills 
mentioned above, that the concentration of power lodged in these 
financial giants must come to an end if free and fair competition 
in this field is to be maintained. 

The argument for separation is not new. As this committee knows, 
in October 1940, the Attorney General filed a suit at Chicago against 
General Motors and General Motors Acceptance Corp. for conspiracy 
to restrain and monopolize trade in automobile financing. The com- 
plaint prayed for separation of the two corporations by requiring Gen- 
eral Motors to divest itself of the stock of the acceptance corporation. 
General Motors has for many years held all of the stock, and the 
complaint alleged that the affiliation was productive of restraint and 
monopolization in violation of section 7 of the Clayton Act. 
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In 1941, the Court of Appeals for the Seventh Circuit condemneg 
as violative of the antitrust laws certain monopoly practices joint] 
engaged in by GM and GMAC to require the GM dealers to patronize 
GMAC exclusively for wholesale and retail financing of GM auto. 
mobile purchases, United States v. General Motors (121 F. (2d) 375) 

The result of these practices had been that for many years the 
independent finance companies were excluded from this_businesg 
which constitutes more than 50 percent of the automobile finanejn 
market. As all of the profits of GMAC accrue, as dividends = 
otherwise, solely to GM, the stockholding by GM represents the 
motive for the practices, conspiracy and monopolization. Termina. 


| 
| 


tion of the affiliation, therefore, is essential to termination of the | 


monopolization and to opening the market for all companies, 
In 1952, the Chicago divestiture suit was ended by a consent judg. 


ment in which the Government waived the requirements of divestiture, | 


From the filing of the suit in 1940 to the entry of the judgment 
in 1952, the GMAC business almost doubled. Since 1948, its share 
of the business has increased enormously, at the expense of the other 
finance companies—from 19 percent in 1948 to 40.3 percent in 1956, 
As Senator O’Mahoney has pointed out, GMAC is now as large as 375 
of its competitors combined. 

I am sure other witnesses will give or have given you details con- 
cerning the monopoly—its growth and its direful economic conge- 
quences. May I merely make a few general observations ? 

(1) Both corporations and their officers and their directors have an 
intimate and active association in the operation of GMAC;; the officers 
and directors of both corporations jointly determine the terms and 
conditions on which GMAC finances the wholesale and retail sale 
of GM cars; both corporations have the same headquarters office 
and parallel organizations and local offices. 

(2) GMAC was set up by GM to acquire the business of financing 
GM products to the greatest extent possible, confining the business 
to financing GM products exclusively. 

(3) GMAC finances two-thirds of GM’s automobiles and about 
one-third of all automobile sales. 

(4) There is a clear competitive advantage over other car manu- 
facturers accruing to GM by reason of its ownership and control over 
the financing of automobiles. 

(5) Mr. Chairman, it is my considered opinion that the only reason 
most of the indepednent companies belonging to the conference have 
been able to continue in business is primarily that Members of Con- 
gress, as a result of investigations of this type, have kept the rates 
of GMAC more or less competitive with those of independent finance 
companies. But, Mr. Chairman, unless there is a divestiture of the 
GM-GMAC relationship, the time will come when GMAC will lower 
its rates to the point where few independent companies can compete, 
the result being the liquidation of that group. Once these companies 
are out of business and GMAC obtains a complete monopoly, then you 
will see the charging of unconscionable rates, to the benefit of Gen- 
eral Motors and to the detriment of the borrower. 

That has been the experience in the past, Mr. Chairman, of groups 
of corporations in this country that had a complete monopoly. I 
specifically recall in my own hometown of Urbana, IIl., where one of 
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the big chainstores with one of its “loss leader” products finally chased 
ractically every independent groceryman out of business as a result 
ofthat. But once they got control; once they monopolized the business 
there; then the rates or the cost of the groceries and whatnot went 
right along in the way that the corporation wanted them. 

‘As an example, for the year ending December 31, 1957, the ratio of 
total debt to total equity capital in GMAC was 15.05-to-1, while in 
the three largest independent finance companies combined, that ratio 
was 6.71-to-1. We all know that the ratio of borrowed funds to equity 
capital is of prime importance to any sales finance company, and under 
this example GMAC can borrow $15.05 for every dollar put up for 
collateral, while the three largest independent finance companies com- 
bined can borrow only $6.71 for every dollar put up for collateral. The 
tremendous advantage that GMAC has in this ratio is sufficient today, 
if the company so desired, to lower the rate to the point where it would 
be impossible for most of the independent companies to compete. It 
is obvious that this unbalanced ratio is utterly unfair to free competi- 
tion. It should not continue. Certainly, it is in the public interest 
that this hybrid colossus be dismembered. 

Mr. Chairman, many of the small, independent finance companies, 
as a result of the GM—GMAC alliance, have had difficulty in competing 
with them. 

As was testified on yesterday when you were not here, Senator 
O’Mahoney, there has been a net of 62 companies that have gone out 
of business or have left the finance conference in the last 5 years. 

Senator O’Manonry. That isthe disappearance of free enterprise. 

Mr. Lucas. That is right, and the chart that you were examining 
a moment ago shows definitely what the small independent com- 
panies are doing, as a result of this fierce competition, the competi- 
tion they have to contend with in respect to General Motors, who have 
the cars, that it does through the General Motors Acceptance Corp., 
and I make this prophecy, that unless there is a divesture in 
some way, and this, it seems to me is the best way to do it as a re- 
sult of what I will say a moment or two later, that practically every 
small independent finance company in this country will be com- 
pelled to liquidate or go into some other business, as was constantly 
testified on yesterday by practically every witness who was here that 
has one of these small independent finance companies. 

If, through congressional inaction, Ford is permitted to have its 
own financing affiliate, it goes without saying that the injury to these 
companies will be further increased. Congress, through the passage 
of these measures, has the opportunity to restore to the financing 
industry the fair, competitive influence upon which America ws 
built and which the consuming public has the right to expect. 

Mr. Chairman, congressional action for divestiture is our only 
hope. You are familiar with the fact that the Attorney General has 
been requested to file a suit against General Motors and General 
Motors Acceptance Corp. for violation of the antitrust laws in the 
automobile financing business, and a statement of facts, along with 
legal documents, were submitted with the request. In May of 1957 
the request was refused. 

Here is a brief that was prepared by Russell Hardy, an attorney 
for the American Finance Conference, and presented to the Antitrust 
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Division of the Department of Justice in an attempt to get the De. 


partment of Justice to reopen the consent decree of July 28, 1952, | 


whereby General Motors and General Motors Acceptance Corp. were 
allowed to retain their parent-subsidiary relationship. 

Senator Harr. If there is no objection, the tender will be received 
for the record. 

(The material referred to may be found on p. 561.) 

Mr. Lucas. Mr. Chairman, this is one of the most interesting docy- 
ments that has been prepared and submitted to the Attorney General's 
Office, and why they have completely ignored the facts in the law ag 
stated in that brief is rather difficult for me to understand. 

Now, I also would like to refer—there are two briefs in this 
one dealing with the inadequacy of consent decrees, as I have said, 
and the other considering the sufliciency for the reason to reopen 
consent decrees, all of which can be found, the latter in the exhibit 
from pages 42 to 57, inclusive. 

Mr. Chairman, we feel that the Department of Justice entirely 
ignored the information found in the pages of the exhibit mentioned 
a moment ago. Therefore, it seems it is abundantly clear that the 
Attorney General’s Office will take no action under the antitrus 
laws to divest General Motors Acceptance Corp. from General Mo. 
tors. The only forum left for relief against this concentration of 
power is in the Congress of the United States. 

And leaving my manuscript for a moment, I should like to say that 
Mr. Hardy, who prepared those two briefs, was in the Antitrust Divi- 
sion of the Attorney General’s Office for many, many years, and one 
of the most respectable and honorable lawyers in this city, and one 
with a great ability on this particular subject, as the Senator from 
Wyoming can well testify to. 

In conclusion, it i3 my sincere hope that this committee will report 
these bills out with all convenient speed. I am satisfied when this is 
done the leadership of the Senate will recognize the importance of 
early consideration and passage of a measure which divests General 
Motors Acceptance Corp. from General Motors. Such action will put 
an end to Ford’s determination to organize its own finance company, as 
well as advise any other car manufacturer that Congress will no longer 
sit idly by and permit this concentration of power in a few giants, 
thereby putting hundreds of small independent finance companies out 
of business. 

Mr. Chairman, and gentlemen of the committee, I thank you for your 
kind consideration. 

Senator Harr. Thank you very much, Senator Lucas. 

Senator O’Mahoney ? 

Senator O’Manoney. No questions. 

Senator Harr. Any other questions? 

Mr. Cuumpris. Senator Lucas, I understand that your finance con- 
ference has been preparing some kind of a study showing the disap- 
pearance from the market of independent finance companies. 

Mr. Lucas. I think that is true, sir. We are now considering that. 
One witness so testified on yesterday, I recall. 

Mr. Cuumperis. I might suggest when this is available it be sub 
mitted for the subcommittee’s use in considering this problem. 
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Mr.'Lucas. If the facts that are now under research are developed 
to the point where we think that it is advisable to do so,:we shall be 
glad to submit that for the record. : 

Senator O’Manoney. Mr. Chairman, I suggest that the committee 
would like to have the facts, whatever the judgment of the witness may 
be about them. 

Mr. Lucas. Well, the only thing I was thinking about, Senator, is 
that we may be halfway into the research. 

Mr. Cuumpris. Senator O’Mahoney wanted it, whether it is good or 
pad, for the record. j barr 

Mr. Lucas. Whatever we have at that time we will submit it. 

Senator O’Manoney. Yes. 

Senator Harr. For that purpose the record will remain open. 

Mr. Lucas. Yes, sir. 

Senator Harr. Are there additional questions ? 

No response. ) 
nator Hart. Wecertainly thank you very much, Senator. 

Mr. Lucas. Thank you, sir. 

Senator Hart. The committee is advised that Mr. Lundell of Uni- 
versal C.I.T. is here. Is Mr. Lundell here? 

Mr. Lunvewu. Yes, sir. 

Senator Harr. I have been advised that you have a prepared state- 
ment. Senator O’Mahoney has explained the dilemma we find our- 
selves in, as farastime goes. I wonder if at this point you would sub- 
mit the statement for the record, and be willing after the committee has 
had an opportunity to review it, and if it should feel it necessary or 
helpful, that you will return in order that we might ask questions. 

Have you any objection to that ? 


STATEMENT OF L. W. LUNDELL, CHAIRMAN, BOARD OF DIRECTORS, 
UNIVERSAL C€.1.T. CREDIT CORP. 


Mr. Lunpeti. Senator O’Mahoney, I would like to file a prepared 
statement today for I, too, am on the horns of a dilemma. My rea- 
son for being unable to remain over until tomorrow is the fact we 
have a board meeting of C.I.T. Financial Corp. I shall be acting 
chairman of the board, and in addition my presence is required to 
constitute a quorum. ‘Therefore, if you, Mr. Chairman, and you, 
Senator O’Mahoney, will accept my prepared statement, I shall be 
very glad to return at your call and discuss not only the statements, 
not only the data relative to the statement that I have prepared, but 
any other questions that may be pertinent to this problem before 
the committee, which we regard as so very, very important for our 
industry, and going a step further, for the economy of the whole 
country. 

Senator O’Manoney. Mr. Chairman, I suggest that the statement 
of Mr. Lundell be received and made a part of the record, printed in 
the same type as though he had personally delivered it, because it is 
our fault and not his, that it is not being delivered. 

We do want to have the testimony of the head of C.I.T., and I am 
sure that members of the subcommittee want to have the opportunity 
of examining him personally later on. 
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The committee cannot meet this afternoon, and you cannot testj 
tomorrow morning. Therefore, I think this is the only proper goly. 
tion of the matter, Mr. Chairman. I think we should give him the 


assurance that when the committee hearings are reopened, as they wi] | 


have to be, he will be recalled at a convenient time for additional] | 


examination. 

Mr. Lunpeitt. Thank you. I will be delighted to come back. 

Senator Harr. I take it there is no objection to the procedure sug- 
gested by Senator O’Mahoney. It will be so done, and thank yoy 
very much for your patience and your help. 

Mr. Lunpevt. Thank you. I appreciate very much the coopera. 
tion of the committee so far as I am concerned. 

My name is L. Walter Lundell. I am chairman of the board of 
directors of Universal C.I.T. Credit Corp. and executive vice pregj- 
dent of that company’s parent organization, C.1.T. Financial orp. 
Universal C.I.T. Credit Corp. is the largest independent sales finances 
company in the United States. It is owned by the stockholders of 
C.I.T. Financial Corp., who number approximately 30,000 individ. 
uals and institutional holders. Universal C.I.T. employs some 5,500 
people who work in more than 400 offices throughout the country, 


I am appearing here at the invitation of the subcommittee to give | 


the position of my company on the proposed enactment into law of 


legislation prohibiting the ownership or domination of a finance | 


affiliate by an automobile manufacturer. We favor such legislation, 
We believe such a law would be in the public interest to restrain an 
existing monopoly and monopolistic tendencies that run counter to 
the system of free competitive business enterprise. 

There are two reasons why we favor such legislation : 


(1) The first reason has to do with the existing status of the market | 
where the facts and figures, in my judgment, support the view that a | 
significant part of the market is substantially preempted by one com- | 
petitor, that effective finance company competition within that market, | 


is negligible, and a monopoly exists. I refer here to the state of 
affairs with respect to the financing of General Motors cars, and the 
concentration of this financing activity by GMAC. 


(2) The second reason has to do with the consequences of other | 


manufacturers’ establishing factory-owned finance companies. 
Let us first consider the existing situation in the General Motors 
automobile financing market. 
As a businessman I understand that a monopoly exists when one 
powerful competitor substantially preempts a market. And that is 


the existing state of affairs with respect to the financing of General | 


Motors automobile products, as it has been for a great many years. 

GMAC, by reason of the fact that it is a wholly owned susbidiary 
of General Motors Corp., has controlled this market and has virtually 
closed it to the many hundreds of independent finance companies who 
would like to compete effectively for this business. 

During previous hearings, extensive data have been presented to 
show the degree of monopolization. While I do not want to take the 
committee’s time with a detailed reiteration of the statistics, I would 
like to point out briefly some of the more significant facts. 

(1) Of all General Motors cars financed by sales finance companies, 
GMAC alone finances from 70 percent to 87 percent. Until recent 
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ears, GMAC financed General Motors autos almost exclusively. In 
the last year or so, GMAC has extended its financing services to the 
General Motors dealers who have dual franchises with Rambler, Mer- 
cedes, or other such cars. 

(2) If the entire market for financing General Motors cars is con- 
sidered, including sales finance companies, banks, credit unions and 
other sources, GMAC alone finances 40 percent to 50 percent of this 

l. 
tor he two figures—70 percent to 87 percent and/or 40 percent to 50 
precent—have often been used as though they were mutually exclu- 
sive. They are not. Both are reasonable estimates depending upon 
which financing market one is talking about; sales finance companies 
only or all sources of credit. Whichever figure one chooses, it is 
obvious that GMAC has successfully preempted the General Motors 
arket. 

mT should state here that, despite the size of my poe and its 
effectiveness in serving the dealers and customers for other makes of 
cars, and despite our intensive efforts for many years to obtain Gen- 
eral Motors business, the amount of it that we handle is so small as 
to be negligible. 

We all know that GMAC and General Motors signed a consent de- 
cree in 1952. But since then, GMAC has enjoyed its greatest growth. 
It is therefore clear that previous Government action has not been 
effective to stop the continuing monopolization of the General Motors 
marked by GMAC. : 

Among the reasons for GMAC’s dominance, I would like to point 
out two: 

(1) The fact that GMAC is a member of the General Motors family 
evercises a potent sales influence which gives GMAC unique benefits. 
Such a relationship means lower acquisition expense and lower over- 
head, organizational and personnel costs, relative to other finance 
companies. 

(2) GMAC, as a member of the General Motors family, can bor- 
row about twice as much money in comparison to its capital base as 
the largest independent finance companies, and this advantage is even 
greater when related to the smaller finance companies. This bor- 
rowed money can then be employed by GMAC at a lower rate than 
competitors, and still earn for GMAC as great, or a greater, return 
to capital than any competitor. The advantage which GMAC has 
through being owned by General Motors is specifically demonstrated 
in certain loan agreements which provide that were GMAC to be 
divested from General Motors, the borrowing ratios presently in effect 
would be reduced. 

The consequences of these two facts result in dominance by GMAC, 
because GMAC purchases paper from its dealers at a rate better than 
other finance companies can afford. 

GMAC’s lower rates to its dealers do not necessarily mean lower 
rices to consumers. What rate the consumer will pay depends upon 
ocal competitive conditions and represents the bargain the dealer and 

car buyer have struck between themselves. The dealer rate, on the 
other hand, represents a bargain between the dealer and the financing 
agency. 

Another point that must be recognized is this: Independent finance 
companies, which are owned by the public, must show an earnings 





134 AUTO FINANCING LEGISLATION 


record at least equal to that of capital employed in other industries 
in order to continue to justify the confidence of investors and of 
lenders and thus to have access to the money markets that are essentig] 
for their existence. However, the situation with respect to GMAQ 
is very different. General Motors, as the sole owner, has the latent 

ower to be wholly arbitrary about the level of profit that Genera] 

fotors wishes GMAC to provide and the return it wishes to receive 
from its investment in GMAC. 

These circumstances show that the market is monopolized } 
GMAC, for no other reason than the fact that GMAC is owned by 
General Motors. 

Let me now move to the question of the future status of the market 
in the event other manufacturers establish factory-owned finaneg 
companies. 

There is no evidence of a need for additional financing facilities op 
of any inadequacy in the amount of funds available for automobil 
financing. It is my impression that auto manufacturers other than 


General Motors are considering entrance into the field not out of any | 


particular enthusiasm to do so but because of what they regard ag 
their competitive marketing disadvantage vis-a-vis General Motors 
and GMAC. 

I have already referred to GMAC’s success in monopolizing the 
financing market for General Motors cars. The entry by other auto- 
mobile manufacturers into the finance business would lead to further 
concentration in the financing of automobiles, where business is now 
done by hundreds of finance companies and banks. For consumers it 
would very substantially reduce the range of alternatives for finane- 
ing. Thetimeto prevent this is now. 

Under pressure for sales, credit standards could deteriorate, thereby 


contributing to economic instability and inflation, which would be | 


very damaging to the Nation’s economy. Motor manufacturers who 
now compete very vigorously in terms of styling, and to some extent in 
terms of pricing, would also control the credit terms on which their 
product is sold to the public. 

I would like to emphasize here that the independent finance com- 
panies have historically been a stabilizing influence on the consumer 
credit structure. They provide a built-in system of checks and bal- 
ances in the extension of consumer credit. These checks and balances 
insure sound terms, for the simple reason that when terms become 


unsound, the pocketbook nerve of the finance companies is hurt, and | 


the companies respond quickly with corrective action. However, 
because the pocketbook nerve of captive companies is insulated by the 
desire to market automobiles and the greater profitability that can be 
obtained from maximizing the sales of cars, the system of checks and 
balances ceases to operate. 

To close, I would like to deal briefly with the obvious consequences 
that would result if the proposed legislation is adopted. The exist- 
ing domination of the General Motors financing market by GMAC 
would end. The latent power of the General Motors-GMAC associa- 
tion would be dissolved. The threatened further concentration in 
automobile’ financing inherent in the organization of other factory- 
owned finance companies would be prevented. 
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GMAC thereafter would compete with all financing institutions in 
the entire automobile market. It would compete in the capital mar- 
kets without the support of General Motors. It would operate in an 
area of equality rather than privilege, serving the greatest number 
of dealers and consumers. None in the finance industry would be- 

dge success in such a climate, the climate which is basic to our free 
competitive system. 

General Motors would be required to market its cars in the same 
manner as the entire auto industry, whether large or small, without 
special but with equal and adequate financing facilities. } 

Financing for dealers and customers in this way would insure its 
most effective and sound use. 

Surely all of these consequences would be greatly in the public 
interest. 

Thank you. 

Senator Hart. Lastly, the committee is advised that Mr. Nelson 
Miller, of San Antonio, Tex., is here. Mr. Miller, appreciating the 
long distance from which you came, it is doubly embarrassing in sub- 
stance to repeat what we just said to Mr. Lundell. Would it be your 
preference, sir, to submit your statement, assuming this is agreeable 
to the committee now, and to return later, as was indicated in the case 
of Mr. Lundell, or would it be desired by you to stay over and come 
in tomorrow ? 

Mr. Miniter. I would rather stay over, because, frankly, I didn’t 
make any prepared report. 

Senator Harr. That is appreciated, and we will see you tomorrow. 

Mr. Mitter. Tomorrow morning; yes, sir. 

Senator Harr. There being no further business, the subcommittee 
is adjourned until 10 a.m. tomorrow morning. 

(Whereupon, at 1:25 p.m., the subcommittee recessed until 10 a.m. 
Thursday, February 26, 1959.) 
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THURSDAY, FEBRUARY 26, 1959 


* U.S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MoNopoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:07 a.m., in room 
494 Senate Office Building, Senator Philip A. Hart presiding. 

Present: Senators Kefauver (chairman), Hart, O’Mahoney, Wiley, 
and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority ; Gareth M. Neville, assistant 
counsel ; Horace L. Flurry, assistant counsel; Joseph C. Golden, attor- 
ney; Peter T. Posmantur, attorney ; and Gladys E. Montier, clerk. 

Senator Hart. The committee will be in order. 

Temporarily, at least, I shall again act as chairman, but the chair- 
man of the committee, Senator Kefauver, is present this morning. 

For two days Mr. Nelson Miller of San Antonio, Tex., patiently 
has waited for an opportunity to testify. He did not have a prepared 
statement and hence we were not able to accommodate him yesterday 
before our adjournment. I understand Mr. Miller is present this 
morning. 

Mr. Miter. Yes, sir, I am. 

Senator Harr. Would you proceed ? 


STATEMENT OF NELSON D. MILLER, PRESIDENT, SOUTHWEST 
ACCEPTANCE CO., SAN ANTONIO, TEX. 


Mr. Mitire. Mr. Chairman, I have had a statement made and I 
would like to pass these around if I may. I will file the original be- 
cause I have some photostatic copies which should be included. 

Senator Kreravuver. Mr. Chairman, before Mr. Miller starts, I want 
to say that I have visited San Antonio and I know Mr. Miller as a 
fine citizen. Iam delighted to see him here this morning. 

Mr. Mitier. Thank you, Senator. 

Senator Harr. Mr. Miller, we have received your statement which 
will be made a part of the record. It is entirely up to you whether 
you would like to read it. 

Mr. Miuter. Senator, it is fairly brief and there are one or two 
points I would like to bring out. As I say, it is rather brief and if I 
may, I would like to read it, if you have the time. 

_ Senator Harr. Yes. May I introduce Senator Wiley, who has 
joined us. Senator, this is Mr. Miller from San Antonio, Tex. 
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Mr. Mittrr. My name is Nelson D. Miller. In 1945 I organized the 
Southwest Acceptance Co., San Antonio, Tex., the company bei 
formed to finance new and used automobiles for franchised dealers, 


The company was a partnership consisting of seven dealers and myself. | 
Of the seven dealers, five had General Motors contracts, one gold | 


Fords, one handled Chrysler products. 

Nine years ago, in 1950, we decided to expand our operations and 
began the solicitation of new dealers. After 9 years of hard work we 
have increased our dealers to 31, composed as follows: 


Number of automobile dealers 


1945 1958 


aa —————<seseny 
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Number | Percent | Number | Percent 
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It should be significant to the committee that the sales promotion 
effort which enabled us to acquire a net gain of 24 dealers was totally 
unproductive as far as General Motors dealers were concerned. 

The reason cannot be found in less favorable plans and policies, as 
our company adopted those of GMAC. Our three original employees 
were ex-GMAC employees. Because of previous business and in 
many cases personal relationships with the General Motors dealers 
in our area, I should have achieved greater success with them than we 
achieved with non-General Motors dealers. 

The biggest deterrent to getting the business of a General Motors 
dealer is the road blocks Generai Motors places in your path on 
wholesale financing. With Ford, Chrysler, and other manufacturers 
you simply give a bond which guarantees the payment of drafts cov- 
ering shipments of new cars. The implementation of such a bond 
arrangement is a 24-hour process. 

I will hurriedly run through one experience we had in trying to 
get a wholesale plan approved for General Motors dealers. 

The following is an account of the delays experienced with General 
Motors: 

November 1, 1949: I wrote zone manager, Chevrolet Motor Division 
General Motors, Houston Tex., requesting advice as to amount of 
guarantee necessary to have cars shipped to dealer on floor plan. 

Attached to the report which Senator Hart has, and I have an 
extra copy here, and the letters which support that, and I just want 
to make one comment about this first letter. I said to the zone man- 
ager : 

We are trying to arrange the wholesale financing for Milam Chevrolet Co. and 
uccording to the literature we have on the General Motors plan it is necessary 
that we get a commitment from the division as to how much of a guarantee 
they will require. 

We had the literature. On the 18th day of November he hadn't 
unswered. We wrote him again and on the 19th he wrote. He said: 
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I am sending you a booklet enclosing procedure for effectuating payment to us 
for new Chevrolet motor cars and chassis purchased from us by Chevrolet dealers. 

He didn’t give us the amount of the guarantee although we had told 
him we knew what the procedure was. On the 23d day of November I 
wrote him and told him that we knew what we had to do but referred 
to our letter of November 1 in which we asked the amount of the 

arantee that would be acceptable to Chevrolet Motor Division. 

On the 9th day of December, which is approximately 16 days later, 
he wrote as follows: 

In connection with the amount of the guarantee, about the only suggestion 
Ican offer is that through your interested accounts, you determine the maximum 
amount of wholesale paper your company and the bank would be willing to 
guarantee. Should the amount exceed your guarantee, then of necessity ship- 
ments would have to be delayed or other arrangements made. 

If you wish to submit a sum for consideration, I shall be glad to process 
through our accounting department to find out whether or not there is any 
question of its adequacy. 

- You are supposed to give a guaranty on all cars in transit and based 
on the approximate value of new cars, we submitted a guaranty of 
$95,000. That was on the 27th day of December. On January 5 he 
acknowledged the letter and said it was being submitted to the account- 
ing department for advice and information. We wrote him on the 
30th day of January, asking what had been done about the proposed 
$25,000 guaranty. On January the 30th he said— 
as I advised you on January 5, I submitted your proposal on the $25,000 guaran- 
tee covering Milam Chevrolet Co. to our Accounting Control Office at St. Louis. 

I am advised by Mr. Daley that this has in turn been submitted to our divi- 
sional comptroller in Detroit and I should have some information on it in a 
few days. 

On the 14th of February he said he would have to have a guaranty 
of $120,000 which, based on the average value of the cars, would cover 
between 70 and 80 cars in transit for a dealer who sold an average 
of 100 a month all year. Because it was exorbitant I told him I 
wanted that in writing. 

He didn’t give it to me in writing, and on March 1 I wrote him and 
said, “Please let me have that in writing.” 

On March 8 he gave it to me in writing and said “We have to have 
$120,000.” Here we are, from November 17 to March 18 getting them 
to give us the commitment and if you are soliciting business from a 
cnaler, regardless of whether he is Chevrolet, or rather,General Mo- 
tors, or Ford, you cannot fool around for 4 months. 

In addition to the delay involved in there, the requirement that you 
eet a guaranty from your bank takes that much from your use for 

nancing paper. If you have a line of credit with a bank for $240,000 
and you have got to get a $120,000 guaranty, the bank tells you, “You 
only have $120,000 extra that you can use.” So if we had gone to Gen- 
eral Motors and said, “We want wholesale for the five dealers we 
have,” we would have practically used up all the bank credit we had 
for the wholesale, which did us no good. 

Now I think it can be proven statistically that if GMAC was re- 
quired by General Motors to furnish the same guaranty to their Divi- 
sions as an independent company, GMAC would have to increase 
their capital substantially because it would take tremendous sums of 
money. 


41063—59——_10 
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In 1958 our volume from General Motors dealers was 9.8 percen 
Chrysler dealers gave us 38.9, Ford, 47.6, all others, 3.7, and I bring 
that out because if Ford Motor begins a finance company, and there 


is no reason to deny them that privilege as long as General Motors hag | 
GMAC, our company, along with a lot of other companies, will be | 


practically forced out of business. 

GMAC starts out with some advantages that are denied anyone 
else. First, they know when a dealer is being appointed. The factory 
will call-you upand say, “Werare going to put a dealer:in San Antonio 
and you had better go around and see Joe Smith because he is going 
to get the contract.” 

The second thing, the policies of GMAC do not have to be designed 
to produce a profit because if they can keep the parent corporation 
happy by selling cars, why everybody is happy, but in the case of the 
independents, we have to make money. 

And the GMAC borrowing capacity, as was discussed here yester. 
day and the previous day, is so out of proportion to anyone else that 
it is just fantastic. 

On the question of influence, I make the comment here I do not think 
that the Department of Justice or anyone else can prove coercion 
against General Motors because since the South Bend trial, it is 
rather subtle. The dealers, their imagination runs wild because they 
see what has happened to other dealers who General Motors got the 
action out on, and then the most important thing, I think in this in- 
fluence is the fact that every dealer, with few exceptions, wants some- 
thing. He either wants to get a bigger franchise or he wants to get 
another kind of franchise or he wants not to have another dealer put 
in his town, or he may want to take on another line, like Frigidaire, 
and in order to preserve the possibility of achieving this objective, he 
doesn’t want to get crossed up with General Motors Divisions in any 
way, so he goes down the road with GMAC. 

Then there is the question of influence by association, and I think 
I know what I am speaking of on this. You don’t have to tell a 
dealer that “You have got to use GMAC.” If the dealer sees the 
branch manager of GMAC socializing with the factory zone manager, 
he knows that they are good friends, and if the branch manager drops 
a remark like, “I hear you want to get the Chevrolet franchise in 
Corpus Christi,” he begins to think, “Well, those boys are in cahoots 
and they have got some kind of influence going on,” and his imagina- 
tion just runs wild and he is scared to | a It is something like 
the Iron Curtain. I have a brother who is a General Motors dealer, 
and I would be reluctant to tell the committee or anyone else some of 
the problems he has, because you say to yourself, “Well, they will 
get back at him some way,” so you have to keep quiet. 

Frankly, I think the only way that this situation can be corrected is 
to make Generel Motors Acceptance an independent finance company, 
deny them the advantages that they get with their association. I do 
not think it will put them out of business. I’m quite positive it won't. 
We will just have another competitor. 

We are not afraid of competitors because we have bucked C.LT,, 
Commercial Credit. GMAC personnel are not supermen, and if they 
were denied the advantages they have, I think that the independent 
companies would have a right to exist as they should. The way it is 
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now, we are being denied any aa of soliciting General 
Motors business because they have this restraint on the operation that 
wecannot get around. Thank you. 

(The statement in full of Mr. Nelson D. Miller follows :) 


My name is Nelson D. Miller. In 1945 I organized the Southwest Acceptance 
Co., San Antonio, Tex., the company being formed to finance new and used auto- 
mobiles for franchised dealers. The company was a partnership consisting of 
geven dealers and myself. 

Of the seven dealers, five had General Motors contracts, one sold Fords, one 
handled Chrysler products. 

Nine years ago, in 1950, we decided to expand our operations and began the 
solicitation of new dealers. After 9 years of hard work we have increased our 
dealers to 31, composed as follows: 


Number of automobile dealers 





1945 1958 


Number} Percent | Number| Percent 
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It should be significant to the committee that the sales promotion effort which 
enabled us to acquire a net gain of 24 dealers was totally unproductive as far 
as General Motors dealers were concerned. 

The reason cannot be found in less favorable plans and policies, as our com- 
pany adopted those of GMAC. Our three original employees were ex-GMAC 
employees. Because of previous business and in many cases personal relation- 
ships with the General Motors dealers in our area, I should have achieved greater 
success with them than we achieved with non-General Motors dealers. 

The biggest deterrent to getting the business of a General Motors dealer is 
the road-blocks General Motors places in your path on wholesale financing. 
With Ford, Chrysler, and other manufacturers you simply give a bond which 
guarantees the payment of drafts covering shipments of new cars. The imple- 
mentation of such a bond arrangement is a 24-hour process. 

The following is an account of the delays experienced with General Motors: 

November 1, 1949: I wrote zone manager, Chevrolet Motor Division, General 
Motors, Houston, Tex., requesting advice as to amount of guarantee necessary to 
have cars shipped to dealer on floor plan (exhibit A). 

November 18, 1949: No reply having been received we wrote Chevrolet Motor 
Division asking forananswer. (See exhibit B.) 

November 19, 1949: Chevrolet zone manager wrote enclosing procedure for 
“effectuating payment to us for new Chevrolet motor vehicles and chassis pur- 
chased from us by Chevrolet dealer where the wholesale financing of such 
vehicles and chassis is handled by you for such dealers.” Did not state amount 
of guarantee necessary. (See exhibit C.) 

November 23, 1949: Wrote Chevrolet zone manager again advised him we knew 
what we had to do but referred to our letter of November 1 in which we asked 
the amount of guarantee that would be acceptable to Chevrolet Motor Division 
to effectuate payments of shipments. (See exhibit D.) 

December 9, 1949: Chevrolet Motor zone manager replied in connection with 
the amount of the guarantee, “about the only suggestion I can offer is that 
through your interested accounts, you determine the maximum amount of whole- 
sale paper your company and the bank would be willing to guarantee. Should 
the amount exceed your guarantee, then of necessity shipments would have to 
be delayed or other arrangements made. If you wish to submit a sum for 
consideration. I shall be glad to process through our accounting department to 
find out whether or not there is any question of its adequacy.” (See exhibit E.) 
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December 27, 1949 : We wrote Chevrolet zone manager as follows: 

“It is my understanding that the amount of the guarantee should be sufficien¢- 
to take care of all cars in transit, and if I'am correct in this assumption I woylg 
like to submit a $25,000 guarantee for thé ‘Milam Chevrolet Co. (NoTeE.—This- 
would cover about 15 cars.) If for any reason your accounting department feels 
this is not adequate I would appreciate your advice.” (See exhibit F.) 

January 5, 1950: Zone manager wrote, advised that the guarantee of $25,009: 
was being submitted to the accounting department for advise and information, 
(See exhibt G.) 

January 30, 1950: Zone manager was written asking to advise what had beep 
done regarding letter in which we proposed a $25,000 guarantee. (See exhiibt 
H. 

Palins 30, 1950: Zone manager answered “as I advised you on January 5,. 
I submitted your proposal on the $25,000 guarantee covering Milam Chevrolet 
Co. to our accounting control office in St. Louis. I was advised by Mr. Daley 
that this has in turn been submitted to our divisional comptroller in Detroit 
and I should have some information on it in a few days.” (See exhibit I.) 

February 14, 1950: Zone manager telephoned me and advised they would have 
to have a guarantee of $120,000. I requested this in writing, as it was so large 
as to imply a positive deterrent to floor planning cars. (See exhibt J.) 

March 1, 1950: Wrote Chevrolet zone manager equesting agin that he give me 
in writing the request for the $120,000 guarantee. (See exhibit K.) 

March 8, 1950: Received letter from Chevrolet zone manager: “As I told yor 
over the telephone I feel that guaranteed amount of $120,000 will be satisfactory, 
and after the proper forms and application have been forwarded to us I will be 
glad to pass them on to the plant immediately.” (See exhibit L.) 

In addition to the delay, this procedure has one other deterrent to the solicita- 
tion of the business of a General Motors dealer’s business. By establishing such 
high limits for the guarantee, the finance company freezes up a great part of 
its bank credit lines. In addition to the cost of maintaining compensating bank 
balances for those lines of credit, which serve no profitable basis to the finance 
company, the use of this part of your available credit means you have that 
amount less for retail financing on which you can make a profit. 

I think it can be proven statistically that if the various divisions of General 
Motors required GMAC to furnish bank guarantees as they require from others, 
GMAC would have to increase its capital by a tremendous amount to justify the 
credit lines they would need. 

General Motors hobbles the independent finance company in another manner, 
There is only so much bank credit avilable for finance companies. If one com- 
pany, because of affiliations, can garner a disproportionate amount, the remain- 
ing companies have that much less available. Now GMAC, solely because of its 
relationship with General Motors, can and does at times acquire bank lines far 
beyond its normal needs. The bank which has a substantial balance from Chev- 
rolet, Buick, Pontiac, Olds, or General Motors itself, never raises any objection 
to GMAC’s requests. 

Our retail volume in 1958 was divided as follows: 


Percent 
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If Ford Motor begins a finance company—and there is no reason to deny them 
that privilege as long as General Motors has GMAC—then our company will 
be virtually out of business. 

GMAC has several advantages denied to the independent company : 

When a dealer is appointed, GMAC has knowledge of it long before anyone 
else. 

The policies of GMAC need not be designed to produce a satisfactory profit as 
there are no stockholders to please. As long as General Motors is happy, all is 
well. We have to make money. 

GMAC borrowing capacity, as has been shown repeatedly during these hearings, 
is all out of proportion to the industry average. 

I do not think that the Department of Justice can prove coercion against 
General Motors or any of its subsidiaries today. The influence is too subtle—it 
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reys on the dealer’s imagination—he sees what has happened to other dealers 
who did not use GMAC. But most important in this influence factor is this— 
almost every General Motors dealer wants something: He may want a franchise 
in a larger city; he may want a second franchise in a nearby town; he may not 
want a second, third, or fourth dealer appointed in his own town. To achieve this 
goal he goes along with the General Motors family. 

Finally, there is the influence by association. If a General Motors dealer 
sees the GMAC branch manager socializing with a factory man his imagination 
runs wild and he credits the branch manager with more power than he has. 
And the branch manager, if he feels it to be helpful, may make a remark which 
unleashes some influence. For example, the GMAC branch manager may remark 
casually, “I hear you’re trying to get the deal in Corpus Christi.” The dealer 
wonders—how much of this has the zone manager discussed with him? If the 
dealer is not using GMAC he wonders if he didn’t use poor judgment in not 
doing so. 

I am quite positive that if General Motors is forced to divest itself of GMAC, 
GMAC will not go out of business. Our company will have another competitor for 
the Ford and Chrysler business. We are not afraid of competition—GMAC’s per- 
sonnel are not supermen. If we can get rid of their present unfair advantage we 
think we can hold our own. 

Senator Harr. Thank you very much. I take it that it is the desire 
of the subcommittee that the exhibits A through L, the letters de- 
scribed by the witness, are made a part of the record. 

(The letters referred to may be found on p, 598.) 

Senator Kerauver. Mr. Miller, what is the territory in which you 
operate ? Kt 

Mr. Minter. Senator, we operate in southwest Texas, beginning at 
Austin and going down 120 miles into San Antonio, and we go west. 
We have about a 120-mile circle out of San Antonio. 

Senator Kerauver. Is the Southwest Acceptance Co. a locally owned 
company ¢ nine 

Mr. Mitter. Yes, sir. ate 

Senator Kerauver. The officers and the stockholders live in that 
section of Texas ? , 

Mr. Mitier. Yes, sir. 

Senator Krerauver. So that any business you get is conducted by 
local people with local capital and its profits go to local people? 

Mr. Mutter. That is correct, sir. 

Senator Kerauver. Are your rates competitive with GMAC rates? 

Mr. Mituer. Yes. Rates are no problem as far as GMAC is con- 
cerned. 

Senator Kerauver. What do you mean by that? 

Mr. Mitier. Their rates are not much different from any other 
reputable company. They are not much lower. In some cases they 
will be lower on one transaction, and they will be higher on another. 

, and they wi gher o 
So if you say, “Can you compete with GMAC in rates?” I think C.I.T., 
Commercial Credit, and our company, most any company can compete 
with them on rates. 

Senator Krrauver. If GMAC should be spun off from the parent 
corporation, do you see that it would adversely affect the purchasers 
of automobiles insofar as interest rates are concerned ? 

Mr. Mitter. Not in the least ; not in the least. 

Senator Krerauver. How large is your company, Mr. Miller? 

Mr. Minter. We have capital funds of slightly over $5 million. 
Senator, and we have about $16.5 million of paper outstanding. 

Senator Krravuver. Do you find that even though there is no direct 
coercion on the part of General Motors to get its dealers to use the 
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GMAC plan, that as a practical matter they practically all do, ang 
that it is very difficult to get GMAC dealers to use your plan or that 
of any other independent company ? 

Mr. Mitter. Senator, I did not say there was not any coercion, 
I said I do not think it can be proved. I think there is coercion 
in a very definite way. I know for a positive fact in two cases ¢o- 
ercion was used by intimidation, but I cannot prove it. I will give 
you one example briefly. 

We have one dealer in our territory with whose wife Mrs. Miller and 
I have been friends for many, many years. I called on him about using 
our company, and because of our personal friendship he was all ready 
to go, and he said it was just a question of time. He said, “Give me 
about 2 weeks, because I might want to buy some stock in Southwest 
Acceptance.” 

So I went back down there about 2 weeks later, and I said, “Let's 
get down to business.” 

He said, “No, let’s go get a cup of coffee.” 

We went over there and he said, “I have been trying to get a fran- 
chise in Corpus Christi because it is a bigger town and offers greater 

ossibilities.” And he said, “I am just afraid to make any change as 

ar as GMAC is concerned, because I understand it would affect my 
chances when my application goes up to Detroit.” 

Well, I tried to get something tangible from him, but I have had 
too many cases like that where word got to the dealer that he had 
better stay in line, but you can’t prove those things, as I have said. 
But I know it is there. 

Senator Keravver. It is natural that the dealer wants to keep on 
good terms with the parent company. He knows that it is advan- 
tageous to the parent company if he does business with GMAC; is 
that correct ? 

Mr. Mitxer. Yes, sir. 

Senator Krrauver. Maybe it is like the steel industry. They all 
follow the leader. They do not meet and conspire to do so, appar- 
ently, but it happens that way, anyhow. 

Mr. Mixer. That is right. 

Senator Keravuver. Then your correspondence here shows that 
the parent company apparently tries to discourage independents from 
doing any business with its dealers. 

Mr. Mier. They make it almost impossible, Senator, to handle 
wholesale from one of their dealers. The just stall and stall and stall, 
and they set these limits up so high that the average independent com- 
pany cannot afford to get involved with General Motors dealers. 

Senator Keravver. I believe that is all, Mr. Chairman. 

Senator Harr. Senator Wiley. 

Senator Writer. I want to apologize for coming in and then leaving. 

How big a company are you? 

Mr. Mitier. We have capital of a little over $5 million. 

Senator Wiry. And how much business do you do? 

Mr. Minter. We have a little over $16 million outstanding in auto- 
mobile paper. 

Senator Witry. And according to your report here, your business 
with General Motors has gone down gradually. 

Mr. Mitier. Yes. 
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Senator Witsy. And you have indicated that in trying to get con- 
tracts with them, they wanted, what was it, $150,000? 

Mr. Mixer. A $120,000 bank guarantee. The other companies 
will take a bond, but General Motors will not. 

Senator Witey. Have they required that of others, do you know? 

Mr. Murer. It is standard procedure, sir. They have a booklet, 
and everybody has to use the same plan. 

Senator Witey. If Ford and Chrysler were to go into the finance 
business, what would be the effect on you ? 

Mr. MrtiEer. We would have to shrink to where we would be a very 
small company, or we would have to find some other financing deal 
like consumer loans, which we do not make. It would just put us out 
of business as far as our company is concerned, on the present-day 
scale. Wecould not operate. 

Senator Witey. Have you heard complaints from people who do 
business with General Motors? 

Mr. Miter. They complain privately about the operating policies 
of GMAC. GMAC, because if its association, does not have to con- 
cern itself too much whether dealers like a plan or do not like it. In 
our case if we come out with a plan and the dealer does not like it, 
he will threaten to quit us and go with C.1.T. or Commercial Credit. 
But General Motors dealers get a bulletin, and that’s it, and they do 
not like the fact that the plans and policies are inflexible and dictated 
out of New York, but they have been extremely well-trained and they 

along and do not complain too much, except now and then you get 
them off to the side and tell them about your plan, and a lot of them 
will say, “I think you have got a fine plan, but I just can’t quit be- 
cause of certain reasons.” 

They do not like everything GMAC does and they do not like 
everything we do, but we have to change in order to stay in the picture, 
because of the competitive forces. 

Senator Witey. What dividend do you make, net? 

Mr. Mixxer. Last year our earning after taxes were approximately 
9.8 percent on our investment. 

Senator Witry. I see that Ford and Chrysler paper amounts to 
about 82 percent of your business ? 

Mr. Mitirr. Eighty-six percent, sir. 

Senator Wizey. Are you in a position to handle more? 

Mr. Mutter. Yes, sir. 

Senator Witry. Have you had any indication of General Motors 
trying to take over your business ? 

Mr. Minter. No. They haven’t got a whole lot of our business 
that they could take over. We have only got 9.8, and I might men- 
tion that the General Motors dealers we have I think are with us 
primarily because they are stockholders in the company. 

Senator Witry. Do you have a lot of competitors down in Texas? 

Mr. Miter. Yes, sir. 

Senator Wirey. Including General Motors? 

Mr. Miter. Yes. 

Senator Witey. I think that is all. 

Senator Harr. Mr. Peck. 

Mr. Peck. Thank you, Mr. Chairman. 
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Mr. Miller, I would like to ask if your company has grown in terms 
of assets and volume of business during the last year or 2 years? 
Mr. Miter. Yes, it has. 


Mr. Pecx. During this period of growth, Mr. Miller, when you have | 


been increasing your volume of business, have you noticed that the 
commercial banks in your territory in southwest Texas have increaged 
their activities in automobile financing ? 

Mr. Mitter. Very much so, very much. 

Mr. Peck. The banks have increased and you have increased at the 
same time. Do you feel, sir, that much of your really strong compe. 
tition is coming from the commercial banks ? 

Mr. Mitier. That is quite definite ; yes. 

Mr. Peck. We had some statistics offered to us on the first day of 
these hearings, sir, which indicated that the total volume of business of 
all the commercial banks put together was approximately the same 
throughout the Nation as the total volume of business held now by all 
automobile financing companies put together, including all of the 
large ones, and alsoGMAC. Andso, you do notice that the banks have 
grown in this field. 

Mr. Miller, do you believe that there is room in the automobile 
financing field for small financing companies and for large financing 
companies and for banks, all working together ? 

Mr. Mitter. Yes, very definitely. I think the statistics would show 
that the banks in the country, all the banks in the country have deposits 
of approximately $210 billion, and if the banks loaned 50 percent of 
their deposits, which would be $105 billion—and they are not going to 
loan all that to finance companies, they have other customers—I think 
it could be shown statistically that the banks could not handle all of the 
finance business if it was offered to them. 

Mr. Peck. But there is room for the banks and for the small com- 
panies and the big ones? 

Mr. Mutter. I think so, quite definitely. 

Mr. Peck. One final question, Mr. Miller, if I may. 

Do you believe that the General Motors Acceptance Corp., if it 
were spun off from General Motors Corp., and if it remained in its 
present size and was changed only in terms of its ownership, would 
offer you about the same competition that it now offers you, or do you 
think that the mere fact of stockholding ownership makes virtually 
the entire difference ? 

Mr. Miuter. I think the stock ownership makes the big difference. 

Mr. Pecx. Do you feel that the habit of going to GMAC would be 
changed, and that these subtle little overtones about which we have 
heard would disappear ? 

Mr. Mitter. Not overnight, but I think if the General Motors deal- 
ers were assured that there was no connection, as time went on and the 
association was completely eliminated in their minds, that it would 
make our situation much better. There is no question about it. 

Mr. Peck. And you do not feel that their size and their habit of 
dealing there, and their feeling of familiarity, fraternity, let us say, 
would continue as might be expected in other fields? 

Mr. Miter. I would assume that if the Congress passed a law mak- 
ing General Motors divest itself of GMAC, that the friendship and 
fraternizing would gradually end, too. If that was not the case, there 
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ig no use in passing the law. But if it was not for that association, 
GMAC would just be another competitor, and it would not concern 
us too much, even though it is large. 

Mr. Peck. Those are my only questions. Thank you. 

Senator Hart. Mr. Chumbris. 

Mr. Cuumeris. Mr. Miller, you operate out of San Antonio, Tex. ? 

Mr. Miter. Yes, sir. 

Mr. Cuumeris. Which towns do you cover in that area? 

Mr. Mitier. We cover New Braunfels, which is 26 miles north of 
San Antonio; a little town of Seguin, which is 35 miles east; we go to 
Victoria, 125 miles away; we go to Alice, Tex., 120 miles away; and 
Del Rio, which is 150 miles away, and lots of towns in between. 

Mr. Cuumepris. Do you have offices or suboflices in those towns 
that you mentioned ? 

Mr. Muxer. We have at Alice and Victoria. 

Mr. Cuumeris. And the rest of it you cover from 

Mr. Mutter. From San Antonio. 

Mr. Cuumpris. Senator Langer and Senator Young have received a 
letter from a Chevrolet dealer in Allendale, N. Dak., who expresses 
concern about these two bills. I would like to read just one portion of 
it, and I would like to get your views on it. He says: 

There has been no time that we, as a dealer, have refused to accept outside 
financing or outside insurance on a time deal, and we believe that this is true of 


the rank and file dealer over the United States, especially the small county 
seat town dealer. 


He points out further : 





If these bills are allowed to pass, pray tell me where can we obtain financing for 
carrying on a stock of cars on hand through the slack sales periods so as to 
have them on hand when the selling season rolls around, and where can we get 
low-cost financing for our consumer customers? 

I was wondering, in view of this point from a small town dealer 
in North Dakota, whether the small town dealers around the country, 
where there are no automobile financing companies in that particular 
town, would have the difficulty that this man anticipates in North 
Dakota. 

Mr. Mitter. I do not go along with him, because he undoubtedly 
has a Ford dealer in his town, and the Ford dealer gets along fine 
without GMAC. There is no reason in the world why any dealer 
should have that fear. As a matter of fact, the independent finance 
companies have offices in many, many towns that GMAC is not estab- 
lished in. For example, there is no GMAC office in Victoria. There 
isno GMAC office in Alice, and I think if you take C.I.T. and Commer- 
cial Credit you will find they have offices in many places where GMAC 
is not established. So his letter is absolutely groundless. 

Mr. Cuumpris. But does that dealer you are referring to have any 
difficulty in getting his paper taken over by the GMAC office that 
covers that area ? 

Mr. Miter. Does the General Motors dealer have any difficulty ? 

Mr. Cuumpris. Yes. 

Mr. Mituer. No. 


Mr. Cuumpris. He gets his paper discounted by the GMAC, and 
that covers that entire area. 
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Mr. Mutter. For example, Victoria is handled out of Corpus Christ; 
so he has no trouble. But if we will say GMAC was suddenly wiped 
out of business and this dealer in Victoria wanted to get his financipn 
handled, he would have no trouble at all. It is just a question of 
picking up the phone and calling Associates, or C.LT., or our company, 
There are probably five companies in Victoria, any one of which 
would be delighted to get a good dealer. So, as I say, I cannot quite 
see the logic of the dealer’s letter. 

Mr. Cuumpris. Are your rates exactly the same to every dealer jpn 
every town that you service in southwestern Texas? 

Mr. Miuuer. Yes, ours are. 

Mr. Cuumpris. You give the same rates to the people in San An- 
tonio as you do to the smal] towns that you mentioned, is that right! 

Mr. Miter. To the dealer. We give the same plan to the dealer, 

I may state, however, that we are planning to modify that, because 
GMAC has modified their plan. I found that out last Monday going 
to New York on the plane with a manager from Houston. They are 
having a metropolitan rate which is lower for metropolitan dealers 
than the country rate, so we are going to be forced to go that way, too, 
in order to stay competitive. 

Mr. Cuumeris. Do you have an insurance company affiliate that 
works with your financing company ? 

Mr. Mutter. Yes, sir. 

Mr. Cuumeris. And how much insurance does that affiliate write? 

Mr. Mutter. During the course of the year he will probably write 
somewhere around $18 to $19 million worth of insurance. 

Mr. Cuumpris. I mean percentagewise of the paper that you dis- 
count, how much of it is covered by your insurance affiliate? 

Mr. Mixer. Approximately 39 percent, but I should qualify that 
so that you understand we are in a military town, as you know. San 
Antonio is a military town, and we have a military co-op insurance 
company, the United Services Automobile Association, which is one 
of the largest in the country, and they write this on a cooperative 
basis, and an officer would be foolish to give us the insurance so long 
as he can get it through USAA, and the biggest percentage of our 
paper on commissioned officers has this USAA insurance, so our per- 
centage of coverage is very low, about 38.9 percent. 

Mr. Cuumpris. And one other question: How has you financial 
standing been in the past, say, 5 or 6 years profitwise and in increase 
of business ? 

Mr. Miuter. Our business has gradually increased year after year, 
but our percentage of return has gone down slightly. For example, 
I mentioned 9.8 in 1958, and in 1957 it was 10.3. We are being squeezed 
by higher operating cost, higher money cost, which we can’t do any- 
thing about except try to do the best we can, so we have grown in 
size each year and our earnings have tapered off just slightly but 
enough to give us a trend. 

Mr. Cuumeris. Then in the face of your decline of GMAC paper, 
and in the face of increase of paper by commercial banks, you are 
still showing an increase in your business; is that correct ? 

Mr. Mitter. Yes, sir. 

Mr. Cuumerts. No further questions. 
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Senator Harr. Senator Dirksen joined the committee during the 
course of the testimony of Mr. Miller. Senator, have you any 

uestions ? 

Senator Dirksen. No questions. 

Senator Wixry. I would like to ask one question. It relates to the 
subject of advantage that the 9,000 dealers of General Motors have. 
In other words, do you consider it an advantage that they have when 
they deal with GMAC? 

Mr. Miter. They get some advantages; yes, sir. GMAC has given 
them the advantage in the past that a Ford dealer didn’t have. I will 
put it this way: The advantages are slight, but they are there. 

For instance, until the bill was introduced in the Senate, GMAC’s 
wholesale rate was one-half of 1 percent under the going rate of every- 
one else. We had a 4.5 percent rate; C.I.T. had 4.5. That was 
standard, and GMAC always had a one-half of 1 percent differential. 

Two or three days after this bill was introduced, GMAC went up 
to 4.5 percent, but the dealers have had slight advantages like that 
one-half of 1 percent differential, which isn’t much but it is in there. 

Senator Witey. What I have reference to is the matter of service, 
the matter of getting cars. We had testimony last year where some 
of the dealers at the time were pretty fed up because they had to 
handle considerable finance. I am just wondering whether there are 
some other advantages that would cause the dealers to feel that they 
would be losing something. 

Mr. Mixer. I think you could put it the other way around, sir. If 
you say there are a great many disadvantages in a dealer not using 
GMAC 

Senator Wixey. A lot of what? 

Mr. Mituer. There are a great many disadvantages in a dealer not 
using GMAC. I would rather put it that way. If he doesn’t use 
GMAC, I think he runs into a great many disadvantages which are 
probably purposely put there. He doesn’t get any advantages using 
them, but he gets a lot of disadvantages when he doesn’t use them. 

Senator Wirry. I guess that answers it, but it is a rather dubious 
answer. Do you want to particularize that answer ? 

Mr. Mitier. Well, I will give you several examples, sir. I will go 
back. 

He has no advantages using GMAC that he wouldn’t have if he used 
our company, because we could do everything for him that GMAC 
does. 

Now, when he doesn’t use GMAC, the disadvantages, for example: 
when new cars come out, they don’t have enough to give every dealer as 
many as he would like to have, so they will ship four cars in one con- 
voy or one box car, and two of the cars go to you, and we will say two 
goto Senator Dirksen. 

You are using not GMAC, but Senator Dirksen is, so the cars go to 
him, and, of course, he can unload them, because GMAC’s process of 
handling wholesale will permit him to get the cars he wants. But then 
he will phone you and he will say, “You have got two cars over here at 
my place that came in on a split load. I need a certified check for 
$2,400 or $3,800, and you come get them.” 

Of course, you want to have new cars. You show an announcement 
today, so you stir around and get the finance company or the bank, and 
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then you have got to drive over 25 miles to get those cars. But if you 
are using GMAC, you just go and get those cars without any money 
because it has all been arranged very nicely by GMAC’s system of floor 
planning. 

So that is one disadvantage, and there are a great many others, 

Senator Witey. That is an efficiency that really counts, then. 

Mr. Miter. I think it is discrimination. I don’t see any efficiency 
about it. I think it is discrimination. Why should you have to get 
a check when the other dealer can just unload the cars and put them 
on the showroom floor ? 

Senator Wirry. That is all. 

Senator Harr. Mr. Miller, you mentioned the competition from com- 
weensial banks. Is this equally true in wholesale as well as retaij 

aper ¢ 
, Mr. Mitier. Oh, no; no. The banks are not beating the bushes for 
wholesale, because no one makes any money on wholesale. It is a 
necessity; it is a service you have to provide to get retail, so banks 
are not at all interested in wholesale. ‘They don’t go after it:at all. 

Senator Harr. Thank you very much. 

Senator Dirksen. Mr. Miller, what does the ultimate purchaser of 
the automobile think about all this? 

Mr. Miter. I beg your pardon, sir? 

Senator Dirksen. What is the attitude of the ultimate purchaser 
of the automobile who is ultimately, I guess, the victim of the finane- 
ing plan ? 

Mr. Mititer. You mean about thisGMAC divestment ? 

Senator Dirksen. Yes. 

Mr. Muuer. I don’t think he is concerned. 

Senator Dirxsen. I haven’t heard the slightest peep out of any 
consumer. 

Mr. Miuuer. He doesn’t know what goes on, and I don’t think he 
is concerned at all, and I don’t think it is a matter for the consumer. 
It is a question of whether private industry is going to be able to get 
rid of this restraining influence that we have on competition, but the 
customer, he doesn’t care. He has really only one question, or two 
questions. They are: “How much am I going to get for my old car,” 
and “How low are my payments going to be,” and whether it is GMAC, 
Southwest Acceptance, or CIT, he doesn’t care. 

Senator Dirksen. Of course, if he were prejudiced by one method 
or another, he would get on his hind legs and holler, I am sure. He 
would be concerned with the rates, service, and every thing else. If 
he felt there were a distinct advantage one way or another, he prob- 
ably would be in here through his representatives. 

Mr. Mrixer. It is unfortunately true, but you can serve a customer 
very well in 1957, and he will sometimes write you a letter and tell 
you what a fine company you have, and in 1959, when he buys his 
car, he will trade with the dealer that gives him the best deal, and if 
that dealer happens to use C.I.T., he will forget all the nice things 
that Southwest Acceptance did for him, or vice versa. 

So as I say, it is not a consumer factor at all as to whether this bill 

asses. 
| Mr. Cuumerts. Mr. Chairman, may I develop that? 
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You said that the consumer doesn’t care much one way or the other 
about this deal, but I would like to refer again to this letter that was 
sent to Senator Langer and Senator Young: ; 

If some of the older Senators will do a little reminiscing, they will remember 
now the establishment of manufacturers’ insurance corporations in the early 
twenties helped to pull the Nation out of a very threatening depression by making 
it possible for us dealers to dispose of our consumer paper when there was prac- 
tically no way to sellit. This writer was in the automobile business at the time, 
and will remember it very well. 

Now, let’s assume this bill goes through, and General Motors has to 
et out of the financing business, and Ford and Chrysler are prevented 
rom getting into it. Then it will be strictly a situation of finance 

companies and banks financing this paper. ' a 

Supposing the banks and the finance companies find that it is more 
trouble than it is worth. In other words, they can put their money 
into real estate or second mortgages, and things like that, where they 
can make a bigger profit. 

So, they either get rid of the business of auto financing or they start 
hiking the interest rates. — 

Now, as I understand it, the manufacturers’ financing corporations 
were organized for the specific purpose of helping their dealers get 
rid of this paper, and also to give the consumer an opportunity to buy 
hiscar on time at a fairly reasonable rate. 

I would like to have your views as to that position. 

Mr. Miter. I don’t think there is any possibility whatever of 
finance companies and banks deciding that they want to get out of the 
automobile finance business, because commercial banks have learned 
that it is the most profitable type of business they have, and that is the 
reason they are getting into it. 

Mr. Cuumeris. We are in good times now. Let’s get back to times 
that we are talking about in the twenties. We don’t know how the 
cycle is going to turn, and if this bill goes on the books, it will definitely 

ut this type of financing out of business. In other words, it will be 
5 here on until Congress decides perhaps to reinvest, the manu- 
facturers with that power. 

Mr. Mitier. If you go back to the twenties, GMAC was organized, 
as I recall it, about 1919, and they were really of no help to the General 
Motors dealers for approximately 3 or 4 years after they were organ- 
ized, because they were too small and they had nothing to offer, so the 
dealer who operated from 1919 to 1923 can’t claim GMAC carried him 
over, and then GMAC really got going about 1926 in a fairly big 
way. But prior to that time Commercial Credit Co. and other local 
companies were in business offering the dealers a service. 

I will say again GMAC cannot claim any credit for saving the 
industry during the 1920’s because they weren’t really in the industry 
until 1926. Commercial Credit was there, lots of companies were 
there, and they served the dealers pretty well during that period. 

In San Antonio there were any number of small local companies 
that were later merged with Commercial Credit that were in busi- 
ness long before GMAC had on office closer than Chicago. So that 
dealer, or any dealer, can’t say that GMAC got us off the hook. 

The finance companies, Commercial Credit, C.I.T., Associates, 
the majors, they have been through the depression and two wars, and 
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they have stayed with the dealers just as well as GMAC has, and they 
have tremendous amounts of money invested in capital and they are 
going to stay in business as long as there is some business to be 
obtained. 

So I think the business is here to stay, and I don’t think GMAC can 
claim they have done any more than anybody else about making jt 
possible for dealers to sell their paper. 

Mr. Cuampris. Then you think the position of this smalltown dealer 
is unwarranted ¢ 

Mr. Mitter. Definitely ; definitely. 

Senator Dirxsen. Mr. Miller, what percentage of your business js 
automobile paper ? 

Mr. Mutter. Approximately 99.9. 

Senator Dirksen. Almost entirely ? 

Mr. Mitxer. That doesn’t include the insurance business, but of our 
financing we have practically all automobile paper. 

Senator Harr. Mr. McHugh. 

Mr. McHveun. Mr. Miller, you have spoken of the difficulties which 
you have experienced in obtaining the wholesale financing paper of 
General Motors dealers. Would you tell the subcommittee whether 
or not there is any relationship between your ability to handle the 
wholesale financing and your ability to obtain the retail paper of 
that dealer ? 

Mr. Miter. If I understand your question correctly, I can go toa 
dealer at 9 o’clock in the morning if we have had a chance to see a 
statement, and we decide he is worthy of credit and at 9:30 or 10 
o'clock we can be buying retail paper from him. That is how quickly 
you can do it. It is just a question of getting him to sign the forms 
that are necessary to get going. But on the wholesale, of course, that 
depends on how quickly General Motors will give you an answer and 
get the letter from the bank, and so forth, and so on. 

Mr. McHveu. In other words, do we understand you to say that if 
you are handling the wholesale financing of a particular General 
Motors dealer, that makes it possible for you to obtain some of the 
retail financing of the car sold by that same dealer ? 

Mr. Miter. No. You call on a dealer and he may not need whole- 
sale. He may say, “I have got my own money,” and you say, “Well, 
we want your retail,” because there is where we make our money, and 
he knows that, too. 

We can get going with him on retail with a matter of speed imme- 
diately. If he says, “I will give you wholesale, but I will not give you 
retail,” we don’t want the account because we make no money on the 
wholesale and we won’t fool with it. In most cases, though, you have 
to have them both. He has to have wholesale and you give it to him 
because it creates the retail but there is really no firm connection be- 
tween the two, except you wouldn’t handle wholesale by itself. 

Mr. McHuenu. You spoke of the difficulties you had in obtaining 
General Motors wholesale paper. 

Mr. Miter. Yes. 

Mr. McHueu. And the difficulties you encounter with this dealer 
who you suggest may be there to give you his wholesale business. 
Does that place any restriction at all upon your abilities to do business 
at retail ? 
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Mr. Mituirr. Yes, because as I mentioned earlier, sir, if a dealer 
came to us and said, “I want you to carry my wholesale, but I am 
going to give my retail to CIT,” we would say we can’t operate that 
way. We have got to get the retail because there is where we make 
our money. And we have had cases that substantiate this statement. 
If a General Motors dealer starts giving me the retail and he lets 
GMAC carry the wholesale, they will come around and say, “Listen, 
you know we don’t make any money on wholesale. It looks like you 
are giving your retail to Southwest Acceptance. If you are going 
to give them the retail, let them carry the wholesale, too, because there 
is no profit.” And we have had that happen in three instances where 
the dealer calls up and says, “I have just got to get you to take over 
the wholesale.” ; 

Seator Dirksen. That is just exactly what you do, is it not, Mr. 
Miller ? 

Mr. Mitter. I beg your pardon? 

Senator Dirksen. That is exactly what youdo. If you cannot have 
the retail, you do not want to bother with the wholesale. 

Mr. Mitier. Absolutely. I don’t blame GMAC for that. I don’t 
blame them at all. 

Senator Dirksen. That is common practice. 

Mr. Miter. Yes, sir. 

Mr. McHven. Mr. Miller, you have spoken of this experience with 
one dealer, I believe you said, in Houston, where General Motors 
required a $120,000 guarantee. 

Mr. Mitier. In San Antonio. 

Mr. McHven. In San Antonio. 

Mr. Mirurer. Yes. 

Mr. McHveu. This is in connection with your effort to obtain the 
wholesale business ? 

Mr. Mriter. The retail. 

Mr. McHvuen. This was at retail? 

Mr. Miter. Well, as a matter of fact, in this case it was a matter 
of convenience to the dealer. We were getting his retail. The dealer 
was extremely strong financially, and in order to get these cars deliv- 
ered to him without having to go down to the railroad depot with a 
bill of lading and unload them, under the General Motors plan the 
convoy drives up and they take the cars off and put them in your 
showroom if you have got this GMAC wholesale plan. So this dealer 
asked us, he said: “You arrange to get the wholesale for me because 
I know GMAC is not going to continue to carry it because we are 
giving you the business, and we just want to get it away from them 
so they won’t come over and fuss with us,” and we say, “Yes, we will 
do it,” and it took us 6 months to get it done. 

Mr. McHven. As I understand your testimony, you considered this 
requirement of $120,000 guaranty as excessive ? 

Mr. Miter. Yes, it was excessive. 

Mr. McHvucu. How would you compare this requirement of a guar- 
antee by General Motors in this case with the similar guarantees that 
are required, say, by Ford and Chrysler for comparable dealer arrange- 
ments. 

Mr. Mitier. As I mentioned earlier, we do not have to give Ford 
a guarantee. We arrange with a bonding company to give them a 
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bond, stating that these drafts will be paid, so there is no money tied yp, 


You have a bond. It costs $5 a thousand per year. We operated foy | 


many years with Ford Motor Co. with a $25,000 bond for all of oy, 
dealers, and then it was later raised to $50,000 so we have a $50,000 
bond up with Ford Motor Co. for the wholesale commitments 
on approximately 15 dealers, so that the disparity between the $120,009 
for one dealer and $50,000 for all dealers indicates the excessivenesg 
of this requirement. 

Mr. McHuen. Mr. Miller, I believe you stated that the great bulk 
of your business is with Ford and Chrysler dealers. Do the Ford and 
Chrysler dealers with whom you do business ever complain that you 
are not providing them with the credit which they feel is necessary at 
any particular time ? 

Mr. Miter. Oh, no. 

Mr. McHveu. And the rates which they think are competitive? 

Mr. Mitirr. No complaint whatsoever. 

Mr. McHvueu. In other words, it is your view that you are able to 
furnish the credit needs of the Ford and Chrysler dealers at all times 
during the year? 

Mr. Mier. Yes, sir. 

Mr. McHven. And on a basis for them that is competitive and per. 
mits them to obtain the business they need. 

Mr. Miter. Yes, sir. Our <i have never been told “We are 
running out of money,” or “We are going to cut your wholesale line 
down.” We have always taken care of their requirements without 
question. 

Senator Kerauver. Mr. Chairman, may I ask a question at that 
point? I think most everybody would lke to see as much of this 
finance business done in local communities by local people so as to 
spread benefits to people throughout the Nation rather than having it 
concentrated in New York or some remote city. But a number of 
dealers have expressed the same apprehension to me as we have heard 
in this letter to Senator Langer maa Senator Young, that is, that they 
fear there might not be adequate service and the time might come 
when there wouldn’t be a bank or a financing company that would give 
them servcie at a reasonable rate. 

You are familiar with the banking situation and the finance situa- 
tion throughout the Nation, are you not, Mr. Miller? 

Mr. Mutter. Fairly so; yes. 

Senator Kerauver. And in all communities throughout the Nation. 
Do you think that if GMAC put on an independent basis rather than 
being owned by the parent company, that there would be adequate 
banking or accepted financing for GMAC dealers as well as Ford, 
Chrysler, American Motors, and Studebaker dealers ? 

Mr. Miter. I do not think there is any question about it, Senator. 
They could get all the financing they want without difficulty. 

Senator Keravuver. Do you think there is any likelihood that spin- 
ning off GMAC would cause an increase in financing dates to General 
Motors dealers or to Ford dealers? 

Mr. Minter. No. I think probably the contrary would be true, be- 
cause if I had the destinies of GMAC under my control and it was 
spun off, I would be out soliciting business from Ford dealers and 
Chrysler dealers and American Motors dealers because I now have 
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the world as my battleground instead of just General Motors dealers 
and, of course, when you have competition like that, why, rates go 
down, and I do not think there is any likelihood that s inning it off 
would change the rate structure whatever. I think if anything, it 
would make it go down or be more competitive—I will put it that way. 

Senator Kerauver. Do you think it would bring about more com- 

etition, and therefore, if anything, a reduction of rates to the dealers 
and to the purchasers of automobiles, rather than an increase of rates 

Mr. Mutter. I know they would bring more competition. In the 
ordinary course of events, competition brings lower prices, so I think 
that is a reasonable statement to make. 

Senator Kerauver. Thatisall. Thank you, Mr. Chairman. 

Senator Harr. Are there any further questions? 

Senator DirKsENn. Yes. 

Mr. Miller, if the law recites, assuming these proposals were enacted 
into law, that it is perfectly all right for a company to make auto- 
mobiles, to sell them in commerce, but they are prohibited by law 
from financing, are you not in effect diminishing competition rather 
than stimulating competition ? 

Mr. Murr. No, sir, I do not think you are diminishing competi- 
tion at all, because, as I said earlier, if the law was passed and GMAC 
was spun off, they are not going to go out of business. You have got 
the same competition except on a broader front. I do not think you 
are going to stymie competition one iota if you spin them off. 

Senator Dirksen. One witness testified yesterday that he hoped, of 
course, the net effect of all this would be that Ford and Chrysler 
would not be able to set up the financing arrangements they had prior 
tothe consent decree in 1952. 

Would you say by law, “It is all right to make automobiles, it is 
all right to sell them, but you cannot finance them, you cannot insure 
them,” so you envision GMAC, CIT, or anybody else affiliated with 
the automobile companies who cannot go into business? Say, in 
effect, there are three people now in business who cannot go into busi- 
ness so long as they are affiliated with the automobile business. Is 
that not the diminution of competition ? 

Mr. Mirter. I think, Senator, that if GMAC is permitted to stay 
under the wings of General Motors, the way the volume, the trend, 
has been going, it is just a matter of time until they will dominate 
the market, and I think that the big question in this whole picture 
is whether or not it is good for our country to have one corporation 
controlling such a large percent of the automobile financing business 
in the country. 

Now, GMAC, according to the chart, is way up from what they 
were in 1952, and if that trend keeps going, you are going to have 
a concentration of power. 

Whether it is right to say you can make cars and you cannot finance 
them, whether that is right or wrong, I do not know, but I think the 
big question is, is it right for one company to dominate a field? 
Because if they reach the point where they dominate it, and I am 
out of business and these other fellows are out of business, they could 
tomorrow morning say, “We have got to start kicking our rates up 
a little bit, because we Tavent*t been doing so well,” and there is nobody 
then to oppose them. 
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So I think the big question is, Shall we have all this power in one 
company ? 

Senator Dirksen. Mr. Chairman, the problem always is, of course 
to get the net effect of what this is. Effects are often subject to differ. 
ent interpretations. There was put into the record the other day some 
figures indicating how much of the market GMAC really had. | 
seemed to me from the reports I received that there was some ques. 
tion about it. So I wired the President of General Motors Acceptance 
Corp., and I would like to read the wire into the record, and then 
submit it. 

Senator Harr. Without objection. 

Senator Dirksen. It readsas follows: 

A statement was placed in the record of the hearing of the Antitrust anq 
Monopoly Subcommittee today on Senate bills 838 and 839 that in 1954 GMACG 
financed about 68 percent of the time-payment sales of General Motors dealers, 
This figure is substantially higher than the spread of figures you gave to the 
subcommittee in your testimony in 1955. 


We hada long hearing at that time. 


Do you know the basis or source of this 68 percent figure and is it substantially 
correct? 

Signed by me. 

Now here is their reply, dated February 25: 

In reply to your telegram of February 24 the information placed in the record of 
the Antitrust and Monopoly Subcommittee at Tuesday’s hearings that GMACG 
financed about 68 percent of the time payment sales of General Motors dealers 
in 1954 is incorrect. 

The same incorrect information was set forth in a booklet entitled “Why” re. 
cently circulated by the American Finance Conference. The percentage was 
developed in this booklet by relating their estimate of GMAC automobile volume 
of $2,333 million for 1954 to a figure of $6,860 million which they incorrectly 
stated to be the Federal Reserve Board statistic “for total financing.” Evidently 
they then assumed that 50 percent of this “total financing” represented the time 
sales of General Motors dealers. In other words that the total amount of all 
auto credit extended by General Motors dealers was $3,430 million. Relating 
their estimate of GMAC volume to this figure they developed the conclusion that 
the GMAC percentage of time sales of General Motors dealers was 68 percent. 

The facts are that the “total financing” in 1954 as reported by the Federal 
Reserve Board as $11,807 million. The actual GMAC volume of automobile 
financing based on our own figures was $2,014 million the correctly calculated 
percentage of the total therefore was 17.1 percent. Using the same 50 percent 
premise the resulting calculation would be that GMAC financed 34.2 percent of 
the time sales of General Motors dealers in 1954 and not 68 percent. 


Signed “Charles G. Stradella,” president of the General Motors 
Acceptance Corp. 

Task that both of these go in the record. 

Senator Harr. Without objection, they are received. 

(The complete text telegrams referred to are carried above.) 

Senator Harr. Are there any further questions of the witness? 

(No reply.) 

Mr. Miller, thank you very much, especially for your patience in 
the last two days. 

Mr. Mutter. Thank you, Senator. 

Senator Harr. Mr. Misch, if you will give your name to the re- 
porter. We have received copies of your statement. Would it be 
your desire to read the statement or hit the high spots? 
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STATEMENT OF F. W. MISCH, VICE PRESIDENT, FINANCE, CHRYS- 
LER CORP.; ACCOMPANIED BY C. J. JACOBSON, VICE PRESI- 
DENT, DEALER RELATIONS; AND PAUL SMITH, CHIEF RESIDENT 
ATTORNEY 


Mr. Miscu. I would prefer to read it, Senator, if I may, and also 
in addition to introducing myself, I am F’. W. Misch, vice president, 
Finance, Chrysler Corp., L would also like to tell you that I have with 
me Mr. Charles Jacobson, who is vice president of the corporation in 
charge of dealer relations, and who also is very familiar with this sub- 
ject, and Mr. Paul Smith, chief resident attorney, who is also familiar 
with it, and I may want to use them from time to time. : 

Senator Harr. I am sure the committee will welcome any testimony 
or discussion. 

Mr. Misc. Shall I proceed ? 

Senator Harr. If you will. 

Mr. Miscn. Mr. Chairman, my name is F. W. Misch. I am vice 
president, Finance of Chrysler Corp. My office is at 341 Massachu- 
setts Avenue, Detroit 31, Mich. 

I am here in response to your telegram of February 16, 1959, to 
Mr. Colbert inviting Chrysler Corp. to present its views on two bills 
introduced in the Senate earlier this month—Senate bill 838, which 
Senator O’Mahoney introduced on February 2, and Senate bill 839, 
which Senator Kefauver and Senator Hennings introduced, also on 
February 2. 

As we understand them, these bills affect only manufacturers of 
automobiles. ‘They are of immense importance, however, not only to 
manufacturers but also to automobile dealers and to retail purchasers 
of new and used automobiles and other automotive products. 

Senate bill 838 would make it unlawful for any automobile manu- 
facturer— 
to own or maintain any facilities for financing the sale at wholesale or retail 
of any type of motor vehicle manufactured by such corporation. 
The bill would become effective 120 days after its enactment. 

Senate bill 889 would make it unlawful for any automobile manu- 
facturer— 
to engage in business directly or indirectly as an automobile finance agency or 
as an automobile insurance agency— 
in connection with selling passenger cars at retail. The bill would 
take effect January 1, 1961. 

The two bills state their purposes somewhat differently. However, 
from the language the bills employ and from what we have read and 
heard about them, it appears to us that underlying both are a number 
of assumptions that, in our view, are erroneous. Among these assump- 
tions are— 

(1) that the mere presence of automobile manufacturers in the 
area of financing and insuring automobiles, on the face of it, 
threatens to reduce competition among financing institutions; 

(2) that, therefore, eliminating the manufacturer from this 
field automatically will promote competition, thereby assuring 
the consumer adequate financing and insurance at lower costs. 


ATTTA DWATANTOTNR TEorerT amma TEGO 








158 AUTO FINANCING LEGISLATION 


I shall discuss the implications and effects of these bills in some 
detail, but let me say now that Chrysler Corp. does not believe the 
facts support any such assumptions. We do not believe any new 
legislation is needed to preserve competition in automobile financing 
On the contrary, we believe these particular proposals would have 
harmful effects on the retail purchaser, the retail dealer, and the 
manufacturer of automobiles. 

We are dealing here with one of the fundamental elements of the 
American economy—one of the great sources of its strength and its 
vitality. The mass American market of today—and the ability of 
manufacturers to mass produce goods at low unit costs—were made 
possible largely by the development of installment credit. 

Forty years ago installment credit still was in its infancy and as 
a result the ownership of most durable goods—particularly the larger 
durable goods—was beyond the reach of the great majority of the 
people. Consumption being denied to people of modest means, out- 
out had to be limited to the smaller market provided by the well-to-do, 

evelopment of installment credit made it possible for the average 
American to own and enjoy durable goods while paying for them, 
Since 1929 the population of the United States has increased 40 per- 
cent, and consumer buying of durable goods, in dollars of constant 
purchasing power, has increased nearly 130 percent. This greatly 
improved per capita rate of consumption has resulted in a substan- 
tially higher level of living for all Americans—for the family of 
modest means as well as the well-to-do. 

Because the desire of most people for durable goods could be filled 
only by obtaining satisfactory credit, the financing of wholesale and 
retail sales has become a fundamental and indispensable part of the 
total American marketing process. This is true of the marketing of 
furniture, appliances, farm equipment, and a wide range of other 
durable goods as well as of the marketing of automobiles and trucks, 

Because consumers have been willing to pay for the privilege of 
owning and enjoying goods while they were still paying for them, a 
large number of lending institutions have sought this business. 

Because of the large number of competing sources, financing—par- 
ticularly at retail—has become one of the most competitive areas of 
the American economy, and it is growing more competitive. 

It should be noted that the greatest growth in the total number of 
automobile financing institutions—banks and finance companies— 
occurred during the period, the 1930’s, when most major automobile 
companies had direct interests in finance companies. 

During the 1920’s, retail installment credit was offered almost 
oibeaady by finance companies, but each year during the 1930's 
more banks entered the field. By the end of the 1930's, 77 percent of 
the Nation’s commercial banks—more than 10,000 of them—were fi- 
nancing retail installment loans. In that same 10-year period, these 
banks increased their share of the automobile financing business from 
a small fraction of the total to more than one-fourth. 

During this period of increasing competition from banks, the total 
number of financing companies declined somewhat during the 1930's, 
but it should not be overlooked that the number of lending institutions 
financing automobiles multiplied many times in that decade. Competi- 
tion for the automobile purchaser’s installment business grew in 
intensity. 
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Growth in the number of finance companies resumed after World 
War II during the period of rapidly expanding markets and demand 
for installment credit. But the number of banks engaging in this 
business also grew. Today more than 13,000 commercial banks have 
installment paper outstanding and nearly all of them are financing 
automobiles. The effectiveness of the banks’ competition is indicated 
by the fact that they now hold 48 percent of automobile retail paper 
utstanding. 
canes reviewed this history because it shows conclusively that the 
number of retail installment financing sources—and competition in 
automobile financing—grew sharply during the time when most auto- 
mobile manufacturers held direct interests in financing institutions. 

Therefore, it is an error to assume that the right of automobile 
manufacturers to go into this field now constitutes a restraint of com- 

tition or a trend toward monopoly. 

It also is an error to assume that competition in automobile financ- 
ing has declined or that there is any undue concentration of economic 

wer in this field. The facts just stated unquestionably show the 
opposite to be true. 

We do not see, from these facts, how anyone could come to the ad- 
ditional conclusion that entry of automobile manufacturers into the 
financing field, in itself, would promote undue concentration in the 
automobile industry. Accordingly we believe this legislation is 
unnecessary. 

We believe also that the antitrust laws now in effect are broad 
enough to guard the public interest against undue concentrations of 
economic power. 

As you know, Chrysler, Ford, and General Motors have each en- 
tered into consent decrees with the Department of Justice that spell 
out in great detail the way in which the manufacturers of automobiles 
must handle financing relations with both dealers and finance com- 
panies. The essence of the decree is that the manufacturer cannot, 
directly or indirectly, require any dealer to finance through any par- 
ticular financing source. Similarly, the manufacturer may not give 
preferential treatment to any particular finance company or com- 
panies. We believe these requirements insure that competition among 
finance companies will remain free and healthy. 

I seaiaed out earlier that financing of wholesale and retail sales 
necessarily has become a fundamental and indispensable part of the 
American marketing process. For this reason, as already noted, many 
manufacturers finance the sales of their goods. However, each mass 
production industry has its own conditions, problems, and procedures 
and for this reason marketing processes in each industry are different 
from those of other industries. This is especially true in the auto- 
mobile industry. Its marketing procedures are governed by a wide 
alge of conditions and circumstances. Among these are the high 
working capita] requirements, the seasonal patterns of demand, the role 
played by used cars, the fact that about 65 percent of all retail sales 
of new cars are financed, the rapid turnover of dealers’ new car 
inventories, and the wide price range of products. 

Such conditions require highly specialized marketing practices and 
methods. They require equally specialized finance services and 
methods. It consequently is essential that the automobile manufac- 
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turer have the right to enter the field if this is the only practica] 
means of filling the need. 

In order to understand this fully, let us examine some of the prob. 
lems facing the retail automobile dealer. 

To serve his customers adequately, the retail dealer must maintain 
in stock a sufficient number and a large enough variety of new ¢ars to 
allow the public a wide range of choice. He must be prepared to 
accept his customers’ old cars in trade. He must be prepared to 
assist his customer in financing the unpaid balance of the cost of the 
new car and in insuring the car. He must keep on hand a large stock 
of spare parts for current and past models in order to provide his 
customers with the kind of service they demand. 

All of these requirements must be met even though the dealer's 
volume of business fluctuates widely within any model year, and 
from year to year. He can cope with this situation only if he has 
ready access to credit. 

The size of this problem for the automobile industry as a whole is 
indicated by the fact that the wholesale value of dealers’ new car 
inventories may vary within a year from a low of less than $1 billion 
toa high of more than $2 billion. 

A dealer requires credit to start in the business. He requires a 
flexible line of credit to meet the rapidly changing situations that 
confront him month to month and year to year. And he needs sources 
of expanding credit if he is to grow. Even if a dealer could meet his 
normal requirements—not allowing for growth—out of his own re- 
sources, he could not afford todo so. If he kept enough liquid funds 
on hand to meet peak requirements, these funds would lie idle part 
of the time. Consequently, even the larger dealers who have the 
financial resources to maintain their business under normal conditions 
look to finance sources for funds to meet peak requirements. 

The terms and conditions under which credit is supplied are as im- 
portant to the success or failure of a dealer as the availability of credit. 
An individual dealer finds himself at a serious competitive disadvan- 
tage if the costs of his credit are higher than those of his competitors 
or if credit is not equally available to him in the amounts needed to 
provide him with a competitive range of new models or to take a sufl- 
cient number of used cars in trade. He finds himself at a competitive 
disadvantage if his lending source sets limits on the size of acceptable 
retail installment contracts lower than those of his competitors, if the 
rates charged for retail credit are higher than those of his competitors, 
or if the policies of his lending source prevent him from securing 
retail financing for as many customers of modest means as his com- 
petitors. 

Such terms and conditions are especially important to smaller deal- 
ers—in metropolitan areas as well as in the smaller communities 
across the Nation. The small dealer can grow only if financing 
sources are willing to supply the funds he needs for growth at com- 
petitive terms and if the services he receives are on a par with those 
of the larger dealers. The dealer in the more sparsely settled areas 
of the country likewise is at a disadvantage if credit is not available 
to him on terms and under conditions comparable to those offered 
to dealers in metropolitan areas. 
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Because the availability and the terms of wholesale and retail credit 
are so important to our dealers, to the satisfaction of retail customers 
and to the growth of our business, Chrysler Corp. always has taken 
a keen interest in all aspects of the credit situation. In the early 
thirties, in order to provide adequate wholesale financing for its dealers 
and fair financing rates for retail purchasers of its products, it was 
necessary for Chrysler to enter into an arrangement with the Com- 
mercial Credit Co. under which Commercial Credit undertook, among 
other things, to make such services available, and Chrysler undertook, 
among other things, to indemnify Commercial Credit against certain 
losses it might sustain by reason of its doing so. 

Senator WiLtey. You mean that Commercial Credit handled the 
Chrysler business ? 

Mr. Miscu. Not all Chrysler business, Senator, but we did have an 
arrangement with them whereby they made available to our dealers, 
both wholesale and retail, financing that we felt would be advanta- 
geous to them in getting business. 

Senator Witry. What percentage of your business? 

Mr. Miscu. I can’t tell you that. We could probably get that and 
make it available to you, Senator. It was a substantial part of our 
business. 

Senator Wier. They then virtually became an agent of your com- 
pany, that is what I am getting at. Commercial Credit was really the 
one that was servicing your business. 

Mr. Miscu. They certainly were. They were servicing a great part 
of our business, yes, that is right. 

Senator Witey. And the Chrysler Co. is the same mentioned here 
in your statement, the Chrysler Co. is the owner of this finance busi- 
ness ? 

Mr. Miscn. Oh, no; no. As a matter of fact, we signed a consent 
decree that prevented us from owning any part of the Commercial 
Credit Co. We did own a small stock interest in them, in the thirties 
but we no longer own any interest. 

Senator Witry. You are no longer in the finance business? 

Mr. Miscn. No. 

Senator Witry. But indirectly you are? 

Mr. Miscn. Not today. 

Senator Witry. But Commercial Credit is doing it for you. 

Mr. Miscu. But, Senator, we no longer have this arrangement with 
them, we no longer have this preferential arrangement with them. 
There is no connection today between our company and Commercial 
Credit. 

Senator Wizey. I see. 

Mr. Miscu. Since the consent decree terminating this arrange- 
ment—and this is the meat of the problem—we have sought to keep 
abreast of the problems as they arise. 

We consult with dealers across the country, including those handling 
competitive makes, in order to determine whether our dealers have 
wholesale and retail financing arrangements that compete with those 
of other dealers. We talk with finance sources and we review surve 
on the needs of consumers and their attitudes toward automobile credit. 
We have a staff to counsel with individual dealers on their wholesale 
and retail financing problems. We have intensified this activity in 
recent years. 
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Banks and finance companies have made a major contribution to the 
growth of the American economy and to rising standards of living for 
millions through their development of large-scale automobile finano. 
ing. Certain financing institutions have done outstanding jobg fop 
both dealers and retail customers, both in terms of all-round quality 
of their services and the prices at which they make the services ayajj. 
able. The outstanding services some offer and the reasonably adequate 
services many others offer, however, are not wholly representative of 
the situation throughout the United States. In many areas, particp. 
larly metropolitan areas where competition is most intense, eredit 
facilities are available on a sound basis. But this is not the cage 
throughout the country. 

Our studies have brought to light a number of problems facing oy 
dealers. Among these are: 

(1) Variations between areas of the country in the availability 
of both wholesale and retail credit and services, the lack of ade. 
quate credit services being more pronounced in the sparsely settled 
areas. 

(2) Inequities in the rates charged some retail customers and 
in the finance reserve earned by dealers on retail financing cop- 
tracts. 

(3) Unjustified variations between makes of cars, and between 
dealers, in the size of retail contracts accepted, especially toward 
the end of the model year. 

(4) A tendency on the part of some finance sources to reject 
customers of moderate means and to accept only those customers 
who can afford high downpayments. 

(5) Variations in services provided the dealer, particularly 
with relation to training dealers’ salesmen in the handling of in- 
stallment sales. 

(6) Difficulty in securing adequate amounts of wholesale 
financing on a sufficiently flexible basis to meet varying require- 
ments, this being particularly true of the smaller dealers. 

(7) Arbitrary variations in the costs of wholesale financing 
to competing dealers and to dealers in different areas. In general, 
the cost of wholesale financing is higher outside metropolitan 
areas. 

(8) Reducing and/or discontinuing wholesale credit lines of 
dealers whose retail operations do not produce what the financing 
sources that supply wholesale credit consider adequate amounts 
of profitable retail paper. 

These problems have arisen for a number of reasons. It is apparent, 
for example, that some result, in part, from the fact that some finane- 
ing sources have not been able or willing to provide adequate special- 
ized services in certain markets. Some other problems result from 
the fact that the interests of dealers and of the financing sources, 
particularly at certain times of the year, are different. Still other 
problems, particularly the contraction of wholesale credit, have be- 
come intensified by certain practices in the financing field. One ex- 
ample of this is the growing trend among banks to do business directly 
with the retail customer instead of accepting installment contracts 
produced by dealers. Some banks that have gone heavily into direet- 
to-purchaser lending have become reluctant to offer adequate dealer 
wholesale accommodations. 
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It is understandable why some of these problems have arisen. 
Financing institutions, for example, must handle wholesale credit 
differently from retail credit. because wholesale financing produces 
a lower return than retail. The problem facing the lending institu- 
tion is how best to use its available funds. Nevertheless, for the 
dealers, the problem of wholesale financing remains and there are 
indications that it is becoming progressively more acute. 

Chrysler Corp. has sought wherever possible to undertake courses 
of action designed to alleviate such problems. We have made some 
progress but we still have a long way to go. It may develop that the 
only adequate solution to some of these dealer problems will be for 
Chrysler Corp. to enter the financing field. We have made no decision 
to do so, but we feel strongly that we should have the right to do so 
if it becomes apparent that such a step is in the best interests of retail 
customers, our dealers, employees, stockholders, and the public 
generally. , 

As this subcommittee knows, manufacturers of farm equipment, 
appliances, air conditioners, furniture, trailers, road building equip- 
ment, airplanes, and many other durable goods presently are engaged 
in wholesale or retail financing of their products, or both. They are 
engaged in this activity because it is an integral part of their market- 
ing operations. The same is true of the automobile industry and we do 
not believe there are any circumstances that warrant the singling out 
of the automobile industry for the discriminatory prohibitions con- 
tained in the two bills now being considered. We compete for the 
consumer dollar and we should have the same opportunity as any 
other manufacturer—whatever he makes—to engage in wholesale and 
retail financing. 

The automobile manufacturing company’s primary concern is the 
design, building, distribution, and sale of automotive products. Its 
object is to conduct engineering, manufacturing, and distributing op- 
erations as efficiently as possible, to place its products before the public 
in the most favorable light possible and to develop an effective and 
vigorous dealer organization to sell them. While the company must 
seek a reasonable return from any financing operations, just as it must 
seek a reasonable return on all other phases of its business, the com- 
pany’s main interest in financing must be to assure effective and effi- 
cient distribution of its products, and such a goal is in the public 
interest. 

Distributing in the major metropolitan markets is not enough; the 
health and growth of the manufacturer’s business requires an effective 
national distribution system. It is in the manufacturer’s interest, 
therefore, to assure comparable credit, and comparable terms, to all 
of its dealers and all of its dealers’ retail customers. It is also in the 
manufacturer’s interest to assure the small dealer opoprtunity to grow, 
and to assure the dealer in the less populous areas the same opportunity 
to prosper as those in metropolitan areas, 

It is logical to expect, therefore, that the presence of automobile 
manufacturers in the automotive financing field not only would assure 
greater competition but also would tend to improve the adequacy of 
service and to hold down the rates of retail financing. Chrysler 
Corp.’s studies quite clearly reveal that the manufacturer's interest in 
financing—and the very existence of his right to enter the field—has 
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tended to hold services up and the costs of financing down. This— 
in addition to others cited earlier—is another and compelling reagon 
why we believe legislation such as that now being considered is both 
unnecessary and unwise. 

Tosum up: 

Chrysler Corp. believes legislation of this type would restrict, rather 
than promote, competition in the financing of automobiles. 

Facts clearly demonstrate that automobile financing is one of the 
most competitive areas of business activity in the Nation. 

History clearly reveals that the total number of installment credit 
sources increased during the period when most major automobile 
manufacturers had direct interests in lending institutions. It there. 
fore is erroneous to assume that the presence of manufacturers in auto- 
mobile financing would restrain competition or promote monopoly, 

Facts do not support any contention that the presence of manufac. 
turers in the financing field would promote undue economic concen- 
tration. 

Antitrust laws now in force are broad enough to deal effective] 
with undue concentrations of economic power when and where they 
develop. 

The specialized nature of the automobile distributing process re- 
quires specialized financing methods and practices, particularly with 
respect to small dealers and dealers in the less populous areas of the 
country. The only adequate answer may be for manufacturers to 
supply such financing services. 

The presence of the manufacturer in the financing field tends to 
maintain adequate services and to hoid down costs of automobile 
financing not only to dealers but to the consuming public. 

To deny automobile manufacturers the right to supply these serv- 
ices could seriously impair their ability to maintain effective and 
efficient national distributing systems. 

The two bills now being considered are discriminatory, in that they 
single out the automobile industry and seek to prohibit a kind of 
endeavor that is as essential in that industry as in many others. 

This legislation would be harmful not only to the automobile manu- 
facturer and the dealer but also to all Americans who buy new or used 
automobiles. We therefore oppose it. 

Thank you. 

Senator Harr. Thank you, Mr. Misch, for a very sobering state- 
ment. 

Gentlemen of the committee, have you any questions ? 

Senator O’Manoney. Mr. Chairman, I would like to ask a few 
questions of Mr. Misch. 

I am sorry, Mr. Misch, that I was unable to be here early enough 
this morning to hear the reading of your entire statement, but what I 
have read indicates to me that you have approached this matter in a 
serious and intelligent manner. I know the committee wants to ap- 
proach the problem in exactly the same way. 

You are aware, of course, of the action of the Department of Justice 
in the suits it brought back in the 1950’s to deal with the financing 
company affiliates of the big companies. 

Do you think that the antitrust laws were broad enough, as you say 
in your statement here, to deal with that question ? 





on 
th 


y 


A 


AUTO FINANCING LEGISLATION 165 


On page 17 of your statement you say : 

Antitrust laws now in force are broad enough to deal effectively with undue 
concentration of economic power when and where they develop. 

How long have you been with Chrysler ? 

Mr. Miscu. Thirty years. 

Senator O’Manoney. Will you answer my original question, do you 
believe that the antitrust laws, as now written, are sufficient to deal 
with concentration in the automobile industry ? 

Mr. Miscu. Yes, sir. 

Senator O’Manonry. How many automobile manufacturers were 
operating in the United States when you first went to work for Chrys- 
ler, 30 years ago? 

Mr. Miscu. There were more than today; I can’t tell you how many, 
Senator. 

Senator O’Manonry. What proportion of all of the automobile 
sales now being made in the United States are made by General 
Motors? 

Mr. Miscn. It is running, I think, approximately 50 percent. It 
has run 45 to 50 percent, slightly over. 

Senator O’Manonry. What proportion of sales are being made by 
Chrysler ? 

Mr. Miscu. Right at this particular time we are not very proud of 
our participation. We have been plagued by strikes and other things 
that bother us. We have run from 15 to 20 percent in recent years. 

Senator O’Manonry. It has been falling over the years since you 
went to work with Chrysler? 

Mr. Miscu. It has fluctuated from time to time, let’s say. It has 
been low; it has gone higher; it has gone lower and higher. There 
are a lot of things about the industry, steel and other things. 

Senator O’Manonry. I remember the time when Walter Chrysler 
was the outstanding genius in the automobile manufacturing field. 
Will you not agree with me that the position of Chrysler was at that 
time very much stronger in the manufacturing field than it is today? 

Mr. Miscu. Certainly in the 1920’s it was not stronger. It was in 
the late 1930’s before we began to secure 20 percent of the business, 
or close to 20 percent of the business. 

Senator O’Manoney. And now you are not over 15? 

Mr. Misc. Right at this minute we aren’t. On the other hand, in 
1937 we had approximately 30 percent of the retail sales; 1957 we had 
approximately 20 percent of the retail sales. 

Senator O’Manoney. Isn’t it a fact that General Motors, with its 
50 percent, and Ford with its share, and Chrysler with its share, now 
account for more than 80 percent of all the cars that are manufactured 
and sold in the United States? 

Mr. Miscu. I think that is correct. 

Senator O’Manonry. That was the approximate statement made 
by Judge Hansen of the Department of Justice only a few months ago. 
He has given illustrations of the attitude of the Department of Justice 
In approving certain mergers in the automobile field—like that of 
Nashand Hudson. Wasn’t that one of the mergers? 

Mr. Miscu. Yes, Hudson and Nash. 

Senator O’Manonery. Hudson and Nash. There was another one, 
I have forgotten the name at the moment. 
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While those mergers are being approved, other mergers in other 

arts of the industrial field are being resisted, notably the Bethlehem. 

oungstown merger in steel. The Department of Justice went into 
court to prevent that merger, because it felt that it would promote 
monopoly. It favored the mergers in the automobile field because it 
felt it would promote competition with the three dominant firms, of 
which yours is one. 

Don’t you think that is an evidence of concentration of economic 
power in the automobile manufacturing field ? 

Mr. Miscu. It might be construed as that, Senator, but the facts 
also indicate that the costs today of bringing out automobiles are huge, 
It costs us into the hundreds of millions of dollars to bring out a line 
of automobiles, and the requirements of capital to do that thing itself 
requires huge companies. 

Senator O’Manoney. I think that is justified to some extent. 

Mr. Miscn. That is right. 

Senator O’Manoney. I think also part of the cost of bringing out 
automobiles by the big companies may be assigned to the fact that 
the big companies have been insisting upon building cars so huge that 
many householders have had to enlarge their garages. 

I remember listening to a Senator from New England on the floor 
last year complaining about the huge size cars that the big companies 
were forcing the people to take. 

The head of General Motors, Mr. Curtice, testifying before this 
committee a couple of years ago, said frankly that the people wanted 
those big cars. But now we are having a great market for little cars 
from abroad. 

Are not your companies now beginning to see that perhaps you have 
been using too much steel, and too many luxury jimcracks, thus making 
the cars more expensive than they ought to be or need to be for trans- 
portation? Aren’t you beginning to tend toward the smaller car, like 
the American Motors Co. is? 

Mr. Miscu. Well, obviously, Senator, we try to build cars that the 
public wants. Soif we sense that sort of thing in the American public, 
you may be sure we will build the kind of cars the American public 
wants. 

Senator O’Manoney. Are you building smaller cars like that? 

Mr. Miscu. Our cars aren’t smaller today, no, sir. 

Senator O’Manonry. If you hope to get a larger percentage of the 
sales that are being made in the United States, perhaps you will go to it. 

However, the point I am making is that you have acknowledged now 
that the three big motor companies, General Motors, Ford, and 
Chrysler, sell more than 80 percent of all the automobiles sold in the 
United States, and that is very much fewer companies than was the case 
10 yearsago. That istrue, isn’t it? 

Mr. Miscu. Well, it is certainly much fewer than in the 1920’s. 

Senator O’Manonery. In other words, concentration is clearly de- 
veloping in the manufacture of automobiles. There isn’t any doubt 
about that, is there ? 

Mr. Miscn. I don’t think it has developed any more in recent years 
than it has before, Senator. 

Senator O’Manoney. I remember the time when the luxury car was 
a Packard. The person who owned a Packard belonged to the upper 
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ercent, but that is no longer the case. After a while the luxury car 
came the Chrysler, then it became the Cadillac, Isn’t that true? 

Mr. Miscu. ‘Today we feel it is the Imperial, if 1 may get in a plug. 

Senator O’Maunoney. I forgot the name, I was fishing for it. 
[Laughter. | . 

Senator Hart. The acting chairman is estopped from denying that. 
Ibelieve it, too. [Laughter.] 

Senator O’Manoney. But we do have a problem of concentration, 
and the antitrust laws have not prevented it. I think that is clear on 
the record. 

Do you have a financing subsidiary ? 

Mr. Miscu. No, sir. 

Senator O’Manonry. Why do you not have one now ¢ 

Mr. Miscu. Up to this point, since we signed the consent decree with 
the Department of Justice here some years ago, we have not felt the 
need of a finance subsidiary. But as I pointed out in my testimony, 
we still feel that provided we felt that we needed one for our dealers 
and for the retail customers and other people involved in business to 
get the service that we think they ought to get, provided we see that 
there are areas where they aren’t getting that kind of service, we think 
we should have the right to get into the finance field. 

Senator O’Manoney. I can see that argument, but I ask you, Did 
your company not sign a consent decree 4 

Mr. Miscu. That is correct. 

Senator O’Manoney. Yes. 

Mr. Miscu. Why did we sign the consent decree ? 

Senator O’Manoney. Yes, why did you agree? 

Mr. Miscu. I don’t just follow you. Why did we agree to the 
consent decree ? 

Senator O’Manonry. Here the Department of Justice brought suit 
against you 

Mr. Miscu. Right. 

Senator O’Manonry (continuing). With respect to this financing 
subsidiary. It sought to divorce the subsidiary, and instead of fight- 
ing it, you agreed to accept the decree. 

Mr. Miscu. In the first place, 1 think we should make clear, Sena- 
tor, that it wasn’t a subsidiary in the true sense we had. We had a 
small interest in Commercial Credit Co. 

Senator O’Manoney. Yes, that is true. 

Mr. Miscu. And certainly we did not have a finance subsidiary 
then. We had an arrangement with Commercial Credit to give cer- 
tain services to our dealers, and in return we worked with our dealers— 
as a matter of fact, I would like to go into that a little bit more fully, 
just exactly what our arrangement was with the Commercial Credit. 

Senator O’Manoney. First let me ask you this question, Did you 
not sign the consent decree because you felt that the Department of 
Justice was correct under the law in the suit that it brought against 

ou? 

Mr. Miscu. I think that is correct. I think that is correct, Senator; 
yes, sir. 

Senator O’Mattonry. Why didn’t you fight it? 

Mr. Miscu. Because we felt they were correct. 
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Senator O’Manonry. Therefore, under the present law, you must 
testify now that the establishment of a financing company, like GMAC: 
would also be against the law. 

Mr. Miscu. I don’t agree with that at all. 

Senator O’Manonry. You do not? 

Mr. Miscn. No, sir. 

Senator O’Manoney. Why isthe GMAC 

Mr. Miscu. The consent decree certainly permits us to be in the 
finance business. There is no restriction in the consent decree from 
our being in the finance business. It only prohibits certain practices 
of a manufacturer-owned finance company. 

Senator O’Manonry. You believe none of those practices are fol- 
lowed now? 

Mr. Miscu. I don’t know anything other than that. 

Senator O’Manoney. That would be an improper question to ask 
you, acompetitor with GMAC. — 

But I want to know, did you by any chance get a report on the testi- 
mony that was presented here yesterday by Mr. Jones? 

Mr. Miscu. I had a brief synopsis of it. I didn’t get a copy of the 
testimony ; no, sir. 

Senator O’Manoney. You spoke in your original testimony here 
somewhere about rates. Did you not say—lI don’t seem to have marked 
the exact sentence—but did it not say in this paper that by these sub- 
sidiary finance companies better rates could be provided for the 
purchasers? 

Mr. Miscu. I don’t believe I made that statement, as such, but I do 
believe that the sense of the statement was that where we had inequi- 
table rate situations, certainly the factory whose primary interest was 
to sell automobiles wanted to make the good rate situation available 
wherever they should be made available. 

Senator O’Mauonery. Is it not a fact, as Mr. Jones said yesterday, 
that the rates which are charged in financing the sales of used cars 
are juggled? 

Mr. Miscu. I can’t say as to that, Senator. 

Senator O’Manoney. Let me read you from yesterday’s transcript. 
Mr. Jones was speaking about the control which he felt was given 
to the manufacturer over the dealer. The dealer is an independent 
enterpriser operating under his own capital, is that not a fact? 

Mr. Miscu. I think that is generally true; yes, sir. 

Senator O’Manoney. That is generally true. And the dealer op- 
erates under a contract with the manufacturer who gives him, as it 
were, a license to sell cars for a certain period under certain conditions. 

The charge was made, and pretty well substantiated in our hearing 
a few years ago, that General Motors exercised tremendous control 
over the dealers as a result. So Mr. Jones—I will give his full name 
here, Mr. Paul Jones, president of the American Security Division, 
A.S.C. Corp., of Marion, Ind.—Mr. Jones said: 


In addition to the control over the dealers, this setup places General Motors 
own dealers in an enviable position with respect to competition with the dealers 
of Ford, Chrysler, and other independent dealers, since they have more pocket- 
book, that is, dealers with Chevrolet, they have more pockets of income with 
which they can jockey their competition to advantage, and this is very true. 
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For example, if they are competing on finance charges, they can reduce their 
finance charges down to the low competitive rate that is furnished by GMAC, 
which is much lower than that offered by some of the other independent finance 
companies or any other company, or if the competition is on the price of the 
car, then they can charge, and do charge, many times the high finance charge 
which is permissible under the General Motors Acceptance Corp.’s multiple 
rate charge plan, and the difference between the low rate and the high rate is 
paid by General Motors Acceptance Corp. to the dealer. 


This can amount to as much as $300. So by juggling the finance charges 
with the customer who is mindful of getting a big price on his trade-in, and 
if a dealer can find that he can get him signed up on a contract with a high 
finance charge, he can give him a bigger trade-in than otherwise can be given. 

Have you had any experience of that kind ? 

Mr. Miscu. We continually study our own dealers’ finance prob- 
lems around the country, snd incidentally, I think they vary across 
the country. A lot of different conditions prevail. And certainly 
I don’t think we ascribe any advantages, any great advantages to 
General Motors dealers because of their affiliations with GMAC. If 
we did you would see us getting into the finance business. 

But we do try to advise our dealers and guide our dealers into the 
best possible finance arrangements for the public. We want to see 
the public get the best deals. 

Senator O’Manonery. That does not seem to be the situation in the 
case of Ford, which recently announced its intention to get into the 
finance business again. And I assume from all I read in the papers 
about it—and of course Ford has come to me to tell me why it is— 
that the Ford Motor Co. found GMAC a competitive tool by which 
General Motors was forging ahead; that it has been forging ahead is 
certainly an acknowledged fact. 

Now, in order to make my position about this clear, I do want to 
say this: I have no opposition to big business, as such. I think a big 
country needs big business. I think modern technology, modern 
science, have made big business essential. But at the same time, ‘I 
believe that a situation in which big business, without regulation by 
the Federal Government, can follow practices that bring about the 
result that we all know exists in the motor field, that is to say, the fail- 
ure of the smaller companies and the increasing percentage of the 
three largest in all the sales that are made, is one that closes the door 
to new enterprise. I believe that if the time should ever come when 
General Motors would be accounting for 90 percent of the sales of 
automobiles in America, the demand would be so great for the Gov- 
ernment to get into the business, that we would lose what we call the 
free enterprise system. 

The national banks were placed under Government regulation un- 
der Abraham Lincoln, who wanted to establish a national bank law 
in order to help with the war during the time he was the President 
of the United States. He felt it was necessary. Only State banks 
existed in the United States at that time. The President felt that 
national banks were essential, and so by his influence he induced 
Congress to enact a national bank law. 

The arguments of the State banks against that regulation, the 
establishment of that law, were strikingly similar to the arguments 
which are now made by business leaders against every suggestion 


that comes up in Congress for regulation of national business in the 
public interest. 
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You have told the story, and other witnesses have told the story about 
the consent decree, and the resumption of GMAC activities by Gane 
Motors. 

The record is clear that Ford wants to go in, and I think your 
testimony would indicate that you think it would be good for the 
business. 

If Congress should change these bills that are before us here now 
and pass a law repealing the antitrust laws, so far as they apply to 
the automobile business, would you agree to the passage of a nationa] 
law to regulate these finance companies 4 

Mr. Miscu. I certainly wouldn’t, Senator; no, sir. 

Senator O’Manonery. You would not. 

Mr. Miscu. And I do want to clarify one other thing. 

Senator O’Manonry. Yes, I interrupted you. 

Mr. Miscu. We have not stated anywhere in our statement that 
we want to go into the finance business. We have stated only that 
we feel we ought to have the right to go into the finance business—— 

Senator O’Manoney. Yes, that is understandable. 

Mr. Miscu. If we need it. 

Senator O’Manonry. But if you went in, you wouldn’t want it 
regulated by the Federal Government, as the banks are regulated! 

Mr. Miscn. Yes, that is correct. 

Senator O’Manoney. You started to make some other comment, 

Mr. Miscu. One other thing we think would be important to do, 
Senator Wiley raised this point, too, I would like to give you just a 
very short thing for the record with regard to the time that we did 
have an affiliation with Commercial Credit. 

We had arrangements with Commercial Credit whereby Chrysler 
had a very small stock interest in Commercial Credit, and an agree- 
ment with Commercial Credit whereby, if Commercial Credit adhered 
to certain standards, practices, rates and terms and conditions in the 
wholesale and retail financing of automobiles, Chrysler Corp. would 
recommend to its dealers to place their financing business with Com- 
mercial Credit. This was back in the 1930’s that this existed. 

It is interesting to note that in the early years of this relation, 
Chrysler paid money to Commercial Credit for its undertaking, be- 
cause Commercial Credit did not feel it could do business as cheaply 
as Chrysler wanted it to do. 

Over the years, as the business prospered because of an increase in 
volume, Commercial Credit eventually made payments back to Chry- 
sler Corp. in return for its having recommended that its dealers deal 
with Commercial Credit. 

Now, that is the gist of our relationship with Commercial Credit 
which, incidentally, was terminated by the consent decree. That has 
not existed for nearly 20 years. 

Senator O’Manonry. Mr. Misch, I would like to call your attention 
to some testimony which was given at the hearing of this subcom- 
mittee sometime in December 1955. It was a study of the antitrust 
laws being made by this subcommittee, and we were in the motor field. 

This was an examination of General Motors. One of the lawyers 
on our staff, Mr. Gareth Neville, was examining a witness by the name 
of M. B. Casler, president, Liberty Motors, Inc. Mr. Casler was a 
dealer in Birmingham, Ala., for the Chrysler Corp. 
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The testimony began with this statment ; 


Mr. Nevitte. Will you state your name and business connections, Mr. Casler, 


lease? - PLB th 
: Mr. Caster. My name is M. B. Casler. I own a dealership in Birmingham, 


Ala., where I sell and service Dodge and Plymouth cars which are made by 
Chrysler Corp. 

I am referring to this because of the fact that in your statement 

ou said that you do not believe that the existence of GMAC fur- 
nishes any competitive advantage over Chrysler for General Motors. 
You recall making that statement ? 

Mr. Miscu. That is correct. 

Senator O’Manoney. Very well. 

Mr. NeviLte. Generally speaking, are the terms in your area provided by CIT 
whom you said provided most of your financing, and the GMAC through dealers 
comparatively competitive? 

Mr. Caster. They have always been until, I would say, the early part of this 
year, and at that time my salesmen were coming to me and telling me that they 
weren't competitive, that they were losing deals because they couldn’t finance 
them, and at first I didn’t believe it, and then I checked into it and found that 
we were losing deals to GMAC—to General Motors dealers who were taking 
terms that we were unable to take through CIT or through Associates, or any 
of the other finanee companies with which we did business. 

I checked then with other dealers and found that the same was happening to 
them, so I talked to some of the General Motors dealers to find out about it, and 
they had noticed it. I mean, there had been a marked change in the attitude of 
GMAC and they were taking paper that in the past they haven’t taken. 

Can you fix the date of that— 
asked Mr. Neville. 

Mr. Casler’s response : 

Well, the date is fixed somewhere around the first of this year, 1955. 


There are other statements to this effect. And yesterday Mr. Jones 
in his testimony submitted some of the documents that were filed in 
the consent decree, communications between General Motors execu- 
tives and a General Motors dealer which proved conclusively in the 
letters of General Motors executives that they were demanding that 
the dealers operate through GMAC alone. That cannot be doubted. 

So I say again, do you not think that if these finance subsidiaries 
were to be made legal so that Chrysler and Ford, as well as General 
Motors, could operate financing companies, the Congress should pass 
a law laying down the rules of the game so no coercion could be 
applied to the dealers ? 

Mr. Miscu. I think you already have that, Senator, don’t you, in 
the consent decree that we have signed, and in the law that is on the 
books today ¢ 

Senator O’Manoney. Not according to the testimony that has been 
presented here by some of these dealers. 

And also I want to call your attention to the fact that a consent 
decree is not at all like a law of Congress. Weare dealing with a new 
situation, because modern business has become so interstate and inter- 
national in character that it cannot be regulated in the public interest 
merely by decisions in the courts. The testimony is from the Depart- 
ment of Justice, itself, and from the Federal Trade Commission, that 
they do not have the funds to make all the investigations that ought to 
be made to reveal the violations of public interest which are made in 


all fields of business. 


41063—59——12 
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Mr. Chairman, I don’t want to occupy the whole morning in crogg. 
examining the witness. 
Senator Harr. Mr. Misch, just for a moment on that consent decree: 
You reply to Senator O’Mahoney in substance that Chrysler ( 
signed it because you thought the Department of Justice w 
or something like that. 
But is it not true that—I don’t want to put words in your mouth— 


orp. 
as Correct, 


but it was assumed when you signed it that your then major compet: | 


itors would not alone sign, but comply, isn’t that true? 
Mr. Miscu. That is correct. We assumed that we would all be 
together and, as a matter of fact, Ford divested themselves of their 


interest in the finance company just as we did in the finance company | 


we were affiliated with. 
Mr. Smiru. If I could comment on that, Senator, they were hooked 


together, the three consent decrees, so that the one would not apply | 


against—equal provisions had to be in each one, if that is the point 
of the question you are asking. Naturally, that made all the difference 
in the world to us. 

Senator Harr. Do you have any questions, Mr. Peck? 

Mr. Peck. Thank you very much, Mr. Chairman. I have a few 
questions I would like to direct to Mr. Misch, if I may. 

Mr. Misch, this morning and on the two prior days of this particular 
series of hearings, we have heard testimony to the general effect that 
the principal evil or vice, let us say, in the entire financing picture as 
we review it, is the ownership of GMAC by General Motors Corp, 
and possibly the future ownership of financing companies by both 
Ford and Chrysler Corps. 

Now, sir, the size of the finance company has not been emphasized, 
but merely its ownership by the automobile producer. 


| 
| 


I see in the very early portion of your prepared statement this 


morning that you find it to be a false assumption that the ownership 


of finance companies by automobile producers offers a threat to the | 


general health of the automobile industry. 

Would you like to comment further, sir, upon what appears to bea 
rather direct conflict in ideas? 

Mr. Miscr. I could comment further to this extent, that we cer- 
tainly feel that the fact that GMAC is in the business, and undoubtedy 
General Motors is in the finance business to do a service to its dealers 
and to the public, and I stated in my statement if we at any time made 
any decision to get ‘into the finance business it would be for the 
reason that. we felt our dealers and our customers were not getting 
the kind of finance service they were entitled to. From that stand- 
point I certainly think it has a good effect on keeping rates down, 
keeping services in finance companies up to snuff and up to par. 

It certainly seems to me it has been brought out in the questioning 
earlier today that actually the greatest competition against financing 
companies in recent years has been the bank competition. Banks 
over a period of the last 25 years have certainly taken more of the 
financing, automobile financing business by far than company-con- 
trolled, manufacturer-controlled companies. 

Mr. Peck. Then, you do not feel that the fact of ownership by the 
producers of the finance company is the primary difficulty which 
the small financers have ? 
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Mr. Miscu. That is correct. I make one other comment that I think 
possibly points up some of the questioning we have had here this 
morning: that is, from what bits of the testimony that I was able to 
yead last night, and also from the testimony I have heard this morn- 
ing, it would appear to me that the smaller independent financing 
companies are still pretty profitable companies. 

Mr. Peck. Let’s go on to a second question, then, sir : 

We have heard testimony this morning that a small financing com- 

any can do just about everything for a dealer that GMAC can 
do. I feel that you disagree with that statement, and in your prepared 
statement you have indicated a need for specialization and for flexi- 
bility. 

Is there any further comment that you want to make on the specific 
point, sir, that GMAC or possibly some finance company which you 
or Ford might develop could do more for the dealer than the local 
finance company ? 

Mr. Miscu. I don’t want to quibble about words, but I think they 
can do just as much as GMAC, but whether or not they will do it is 
a question. 

Mr. Peck. All right, sir. 

Mr. Miscu. The real problem, as we see it, and the real reason that 
we want the right to get into the business, continue to have the right 
to get into the business, is this: 

If we find in any section of this country that our dealers are not get- 
ting the kind of financing service and the public is not getting the 
kind of financing service on Chrysler products to which they are en- 
titled, and which we think is competitive, we feel we ought to be able 
to go into there and give it tothem. We see no reason why smaller 
finance companies cannot give that kind of service. 

As I just mentioned, a great many of them seem to be pretty profit- 
able companies. 

Mr. Peck. Another question, sir: 

You mentioned that the banks were coming into the finance field to 
a marked extent. You also mentioned that the banks, as a rule, like 
to do the retail financing, but not the wholesale financing. 

Now, it is readily understandable that a dealer must have his whole- 
sale financing in order to be able to carry a stock of cars. 

Do you feel, sir, that a producer-owned finance company is in a better 
position to provide both wholesale and retail credit than would be some 
independent company ? 

Mr. Miscu. Again, I don’t want to quibble on words. I don’t know 
exactly what you mean by “better,” but let me say this: That anyone 
who is in the business of financing only for the purpose of financing, 
obviously is going to want to take the juiciest parts of the business, 
and that is one of the reasons why I think you need some competition 
in this thing that assures the public and the dealers that they are going 
to get the nonprofitable as well as the most profitable parts of the 
financing taken care of, and that might be applied not only to banks, 
but to finance companies themselves. 

Anyone in business likes to take the juiciest and most profitable 
things, and the finance business is no different from any other busi- 
ness, and I certainly feel that again we ought to have the right to get 
mn there and see that our dealers should get the proper kind of atten- 
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tion, right down the line, in financing services, whether it be wholegale 
or retail. 

Mr. Peck. One further question, Mr. Misch: Certainly, it is abgo- 
lutely essential to any producer of any kind of commodity that hig 
retail outlets be maintained in good order, and that he have am le 


opportunity to have the widest possible distribution of his products, | 


You have with you Mr, Charles Jacobson, vice president in char 
of dealer relations. That would indicate that the Chrysler Co 
like all others, is very much interested and vests corporate promi. 
nence in an officer who is going to make sure that the dealer relation. 
ships with the producer are of the most mutually beneficial type, 

If automobile financing is left pretty much up to local finance com. 
panies which are owned by local people, do you feel, sir, that you wil] 
be able to hold your dealer organization together ? 

Mr. Jacosson. There are many local finance companies that do g 
very thorough job of handling the volume of business available in 
that area. 

The only problem you have with local finance companies, if there are 
local adverse situations existing in that particular area, and credits are 
more difficult to obtain, and a greater amount of repossessions are 
made because of adverse business conditions, giving so many more re- 
possessions to the finance companies than they can handle, they im- 
mediately are adversely affected. 

Now, on a national basis, your conditions are averaged down to 4 
point where in those particular areas that are adversely affected, either 
through climates, floods, adverse business conditions, and there are q 
lot of ramifications that adversely affect the dealer’s automobile busi- 
ness, that on a national basis, you don’t have that adverse effect. upon 
the finance business that you would and might have on a localized 
basis. 

Now, that does not say by any manner of means that that applies in 
every case, because we have very, very many cases where the local, 
small local company has a greater desire and will go even further 
through adverse conditions than a national organization, so there are 
‘ases where you recite that the situation has been carried out in a bet- 
ter manner, and you can also recite where there have been cases where 
the dealers have been adversely affected by limitation of local capital, 
and so forth. 

Mr. Miscu. I would like to add to what Mr. Jacobson said that a 
great deal of financing across the country is done not only by the 
local finance companies, but by large finance companies such as CIT, 
Commercial Credit, and others who are national companies, and are 
not companies of very small localized size. A great deal of the service 
to dealers is given by those larger companies. 

Mr. Peck. Thank you, gentlemen. I have no more direct questions 
to ask of you. 

But, Mr. Chairman, I would like to enter into the record, if I may, 
a copy of the consent decree entered on November 15, 1938, against 
Chrysler Corp. 

Senator Harr. Is it in the record? 

Mr. Dixon. I don’t think so. 

Mr. Peck. I think in light of the discussion this morning that it 
should be entered in the record. 
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Senator Harr. All right. 

Mr. Smirn. Senator, that decree has been modified as late as 1952. 
J don’t think the record would be proper if that is just the 1938 
decree. . 7 

Mr. McHven. Senator, we are planning to get the modified decrees 
in all thiree cases, the latest decrees, from the Department of Justice, 
to be submitted for the record at the conclusion of these hearings. 

Senator Hart. Would not the safe course be that we will see that the 
record contains all decrees entered in connection with the three com- 

anies currently ? 

Mr. Peck. Thank you very much, Mr. Chairman. 

(The decrees referred to may be found beginning on p. 630.) 

Senator Hart. Mr. Chumbris. 

Mr. Cuumpris. I have just one question. I think either Mr. Misch 
or Mr. Jacobson can answer it. It is the same question I asked Nelson 
Miller this morning. 

This is a letter from a smalltown dealer in Allendale, N. Dak., di- 
rected to Senator Langer and Senator Young. He is a Chevrolet 
dealer, but maybe you have some facts about Chrysler dealers who 
may be in the same position. 

He states : 

If these bills are allowed to pass, pray tell us where we can obtain financing 
for carrying on a stock of cars on hand through slack sales periods so as to 
have them on hand when the selling season rolls around, and where can we 
get low-cost financing for our consumer customers? 

Now, this deals primarily with smaller towns where there may not 
be competition among automobile finance companies. 

Can you see any disadvantages to dealers in these small towns if 
this bill should become law ? 

Mr. Miscu. As a matter of fact, our statement covers just that 
thing, that in our mind, to our mind the noncompetitive financing situ- 
ations are much more likely to exist in small outlying communities, 
or with small dealers even in metropolitan communities. 

Mr. Cuumpris. Yes, I noticed that in your statement, and it is in 
general form. 

Mr. Miscu. That is true; that is our general feeling. 

Mr. Cuumpris. From your own experience—I think Mr. Jacobson 
might be in position to answer this—have you had any complaints 
from dealers as to the type of service they are now getting from CIT, 
from Commercial Credit, or from any of the independent automobile 
financing companies ? 

Mr. Jacopson. We have had some, and when those have come to our 
attention we have gone to certain finance companies and asked them 
if they wouldn’t reconsider, if they decided they didn’t want the busi- 
neess because it was too small in volume and too great in distance. 

I was kind of curious in my own mind this morning when the previ- 
ous gentleman was here salsa a statement, where he said that his 
business carried a radius of 125, 150 miles, and that is a pretty small 
distance down there in the big State of Texas, what was the poor 
dealer to do who was 175 miles or 200 miles, and it is the same old 
story. If you only have a limited time, you will run up to the center 
of the tree and pick as many apples off the tree as you can get easily, 
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but just walking to the end of the limb and getting that single apple 
that is not profitable. ' 

Again on a national basis where we desire national distribution 
and with national distribution we have to have means, usually greate; 
means for these smaller dealers to adequately finance their cars, it be. 
comes necessary to average that unprofitable business down, because a¢ 
the greater distance and the cost of examining the credit applications 
and so forth, that it becomes a point at times when the finance com. 
panies say, “We don’t want that business because it isn’t as profitable 
as the business closer in to our headquarters.” 

Mr. Cuumepris. Let’s take it from the purchase of an automobile 
let’s say it is out in the wide open West where the towns are 50 6 
miles apart in many instances. A man wants to buy an automobile 
and he goes into a dealer, and a dealer says, “Well, normally in a city 
you might be able to have a note for 6 percent, but I have to charge 
you 8 or 10 percent because of the fact that I don’t get such a good 
rate from it, whoever discounts it.” ; 

Are there instances such as that ? 

Mr. Jacornson. That was one of the reasons that caused the Cor. 
poration to make the arrangement with Commercial Credit, so we 
could advertise a national rate, and at that time I believe we were 
the first one to advertise a national rate. 

Mr. Cuumpris. Now that you are covered by the consent decree, 
since 1952, does that situation 

Mr. Jacopson. We can only do it by persuasion. 

Here, a dealer that is many miles from a large marketing center 
that has to have his finance paper financed, he may have to pay a 
higher rate, because the companies would feel it is a greater cost to 
them to handle that business. That is one of the problems that we 
have to contend with. 

Mr. Cuumeris. Let us take, for instance, in California you have 
the Bank of America which probably does a lot of auto financing, 
along with GMAC and the Big Three, CIT, Commercial Credit, and 
Associates Investment, and the independent finance companies; but 
suppose you drift over into Arizona, Nevada, New Mexice, and Utah 
where you can go miles and miles and miles without running intoa 
town. 

Is the situation different—and I think I am just repeting myself 
with this question—but I wanted the record to clearly show from 
the consumer’s point of view, because if the dealer does not get a 
good rate from the auto finance company, the customer is going to 
have to pay for it, the fellow who buys the car; is that correct? 

Mr. Jacosson. There is very keen competition in congested metro- 
politan areas and, as you mentioned, the Bank of America in the 
area in which they cover, mostly California, it is very keen competi- 
tion, because it is a lucrative business. 

But as you get over into the more sparsely settled area in the 
States of Arizona, New Mexico, Colorado, and up in that area there 
where there is a lesser volume of business, you will find fewer and 
fewer finance companies available, and you will find higher and 
higher rates charged for the financing of automobiles. 

Now, a manufacturer of a product that desires national distribu- 
tion has a better opportunity of averaging the rates off; and the 





same t 
distrib 
and it 
of the 
which | 
Mr. | 
tion to 
the im} 
Do yj 
Mr. 
If ¥ 
settled 
welfar 
ments 
we WO 
dealer 
would 
Mr. | 
Sena 
Mr. 
becaust 
Chrysl 
Mr. | 
though 
be rigl 
We ha’ 
Mr. 
tered j 
1, 195 
years 1 
In 1 
millior 
Don 
for Ge 
Mr. 
is just 
Pres 
I assun 
Mr. - 
Mr. 
look at 
compa’ 
money 
Mr 
flowin; 
Mr... 
Mr. 
Chrysl 
if and: 
Mr.. 
Mr. 
nancin 





dle 


’ 


on 
ter 


> at 
ns, 
ym- 
ble 


ile, 
60 
ile, 
ity 
rge 
0d 


' 
/OT- 


ere 


iter 
ya 
t to 
We 


ave 
ing, 
and 
but 
‘tah 


self 
rom 
ot a 
y to 


tro- 
the 
ret i- 


here 
and 
and 


ibu- 
the 


AUTO FINANCING LEGISLATION 177 


same thing is true with national finance companies, with national 
distribution versus the local operations, and that has been a problem, 
and it probably always will be a problem until we get the population 
of the United States on an even per capita basis in every square mile, 
which will probably never happen. 

Mr. Cuumpris. Mr. Nelson Miller stated that there was no founda- 
tion to the concern of this smalltown Chevrolet dealer in relation to 
the impact of these two bills. ‘ ; , 

Do you disagree with Mr. Nelson Miller’s appraisal of the concern? 

Mr. Jacozson. I think I do. 

If we signed a dealer in a small town in any of those sparsely 
settled States, we would certainly have a real keen interest in his 
welfare by endeavoring to obtain satisfactory financing arrange- 
ments for him, either through one finance company or another, or 
we would not have signed him up, because without the ability of the 
dealer to finance his cars, his sales would be so limited that there 
would not be a sufficient volume of business for him or for us. 

Mr. Cuumpris. Thank you, Mr. Chairman, 

Senator Harr. Mr. Dixon? 

Mr. Drxon. Mr. Misch, do you think today that General Motors, 
because of its ownership of GMAC, has a distinct advantage over 
Chrysler and Ford 4 ; 

Mr. Miscu. If I thought they did have, if our company management 
thought they did have, Mr. Dixon, you could be sure that we would 
be right up in the front row trying to get in the finance business. 
We have not done that. 

Mr. Dixon. On page 162 of the subcommittee report on adminis- 
tered prices in the automobile industry, which was issued November 
1, 1958, table 33 sets out GMAC’s net income after taxes from the 
years 1940 through 1957. 

" In 1957, for instance, the net income after taxes of GMAC was $46 
million plus. The rate of return was 17.6 percent. 

Don’t you think that that was an advantageous amount of money 
for General Motors to have at its disposal ? 

Mr. Miscu. Well, they are in a lot of businesses, Mr. Dixon; that 
is just one small facet of their business. 

Presumably, if we wanted to go into the finance company business, 
Tassume we could make a profit at it, too. 

Mr. Dixon. If I understand your testimony here 

Mr. Miscu. As a matter of fact, I point out to you that we could 
look at C.I.T. and Commercial Credit, and many of the other finance 
companies across the country, and they undoubtedly are making 
money, and good returns, too. 

Mr. Dixon. You do not think General Motors has any advantage 
flowing from this ownership ? 

Mr. Miscu. That is correct. 

Mr. Dixon. I was impressed with your thought that certainly from 
Chrysler’s standpoint you want to have the right to make the decision 
if and when you decide ? 

Mr. Miscu. That is right, sir. 

Mr. Dixon. Does Chrysler Corp. today handle any floor-plan fi- 
nancing for any of your dealers? 
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Mr. Miscu. No,sir. We do have an arrangement for certain hea 
trucks in very isolated cases where we—I do not want to say we under. 
write the financing—we guarantee it, but it is an isolated situation, 
We do not for any passenger car dealers of ours. 

Mr. Drxon. You sell no motor vehicles on any time basis ? 

Mr. Miscu. That is correct. 

Mr. Drxon. Or any consignment basis? 

Mr. Miscn. That is correct, sir. 

Mr. Drxon. You have studied these two bills, S. 838 and S. 839, haye 
you not ? 

Mr. Miscu. That is correct. 

Mr. Drxon. In S. 838, the automobile company would be prohibited 
from financing automobiles at wholesale if any charge was made for it, 
In S. 839 that would not be precluded. You understand that? 

Mr. Miscu. That is correct ; I understand it. 

Mr. Drxon. Also under S. 888 an auto company would not be pre. 
cluded from selling its automobiles to the dealer so long as it did not 
charge him anything for it. It could work out any kind of arrange. 
ments it wanted to for handling that debt, so long as it did not impose 
a charge; you understand that ? 

Mr. Miscu. I understand that. 

Mr. Dixon. Am I correct in understanding that part of your con- 
cern for this legislation stems from the fact that, in your opinion, it 
might interfere with the sale of Chrysler automobiles? 

Mr. Miscu. That is correct. 

But when we talk of our sales of automobiles, while we make our 
sales directly to dealers, obviously unless the dealer can sell them at 
retail, why, we cannot sell to the dealer, so there is a pipeline there 
that has to keep moving all the time. 

So when we talk of the sales of our automobiles I want to make it 
clear that we are concerned with getting them sold to the retail 
customer. 

Mr. Dixon. I can understand your concern there, but so that the 
record is perfectly clear, your interest in that dealership, so far as 
your financial interest is concerned, ends when you sell to ihe. He is 
an independent businessman; is he not ? 

Mr. Miscu. He is an independent businessman; yes, sir. 

Mr. Drxon. You have nothing to do with the terms or conditions 
upon which the dealer sells that automobile; is that correct? 

Mr. Miscu. That is right, sir. 


Mr. Dixon. Of course, it is to your interest if he sells more cars 


since you can then sell more to him ¢ 

Mr. Miscu. That is right. 

Mr. Drxon. And, therefore, under both of these bills, nothing would 
flow from this legislation, if it were enacted, that would interfere 
with your saletohim. Do you understand that, sir? 

Mr. Miscu. I am not so sure that I understand it. 

Mr. Drxon. As I understand, there are two types of auto financ- 
ing—floor plan financing and retail financing? 

Mr. Miscu. That is correct. 

Mr. Dixon. Nothing in these bills would interfere with your work- 
ing out a floor plan for your dealers, if you so desired ; do you under- 
stand that? 
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Mr. Miscu. Well, we could not charge for the service. 

Mr. Drxon. Under one bill. 

Mr. Miscu. Under one bill we could not charge for the service. 

Mr. Drxon. Under the other you could. re 

Mr. Miscu. However, again I want to make the point, Mr. Dixon, 
that we are terrifically concerned with these automobiles until they 
are in the hands of a retail customer and sold and operating satis- 
factorily ; that is the only way we can stay in business. 

We are just as interested in the retail financing end of what is done 
for the retail customer as what is done for the dealer; we are equally 
interested in this whole chain of events, and I do not think we can 
laugh off the effect on the automobile business if we are not permitted 
to go in and take care of unusual situations when they may occur in 
either kind of financing, whether it is wholesale or retail. 

Mr. Drxon. You consider, then, that financing is an integral part 
of sales ? 

Mr. Miscn. Yes, sir. 

Mr. Drxon. Then does not General Motors, to date, have an advan- 
tage over you? : ! 

Mr. Miscu. Again I say to you, as I did a few minutes ago, if we 
thought they did we would be in the finance business today. 

We feel that our dealers are being given adequate service today by 
independent finance companies, whether they are large or small. 

Mr. Drxon. If either one of these 

Mr. Miscu. By and large. 

Mr. Dixon (continuing). If either one of these bills were enacted 
into law then, of necessity, GMAC would be spun off from General 
Motors. In that case, do you have an opinion as to whether or not 
adequate financing would be available in the automobile industry ? 

Mr. Miscu. I have no way of knowing that, sir. 

Mr. Dixon. Do you have an opinion on it? 

Mr. Miscu. Well, I would like to keep the door open so that we 
could get in and do our own job, if need be. 

Senator Harr. Mr. McHugh? 

Mr. McHueu. Mr. Misch, let me ask you a variation of the question 
which Mr. Dixon propounded at the beginning of his interrogation. 
Does the ownership by General Motors of GMAC give GMAC any 
competitive advantages in the financing business over the independent 
finance companies with whom it competes? 

Mr. Miscu. That I cannot say, sir; I do not know. 

I do feel that our dealers are able to get competitive financing serv- 
ices out of independent finance sources at the present time. 

Mr. McHucu. Having had an intimate understanding of the rela- 
tionship between a factory and a dealer, are you in position to say 
whether or not a General Motors dealer would, by the nature of the 
relationship, prefer to do business with GMAC than it would with an 
independent finance company ? 

Mr. Miscu. I know of many instances where GM dealers do not do 
business with GMAC, and they are quite successful dealers. 

Mr. McHuen. Is it not true that a dealer is dependent to a very 
great extent upon the good will of the factory ? 

Mr. Miscu. I think that is correct ; that is right. 
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Mr. McHveu. Is it not true that the factory exercises the power to 
cancel a dealer out? 
Mr. Miscu. For good cause, for good and sufficient cause, 


Mr. McHoen. Is it not true that, realizing that a factor EXETCi seg 


this power over a dealer, a dealer would be concerned with oing busi. | 
ness with companies affiliated with the factory so as not to incur the | 


factory’s ill will? 


Mr. Miscu. Whether or not the General Motors Dealer uses GMAC 


is not a cancelable cause; I do not think that is a cause for cancellation 
that would stand up in court. 

Mr. McHveu. Apart from whether it is a cause for cancellation 
is not the General Motors dealer, as any dealer of an automobij 
factory, inclined to be concerned about the control which the facto 
exercises over him so that he will not take action which is apt to 
allienate the factory ? 

Mr. Miscu. I am not sure we can draw as broad a conclusion a3 
that. 

I said to youa few moments ago I know a good many General Motors 
dealers who do not use GMAC, and who have been successful dealers 
and have been for a good many years, and so far as I know they aie 
going to continue to be. 


So I cannot draw a conclusion of that sort from what I know of the 


business ; no, sir. 

Mr. McHvuen. Would you say now that as far as you know there jg 
no reason why the General Motors dealers would prefer to do business 
with GMAC ? 

Mr. Miscu. Well, there may be a lot of reasons why he would prefer, 
but I say to you that there are many dealers who do not do business 
with GMAC, and who are still General Motors dealers. 

Mr. McHveun. Is it not true that most of the General Motors dealer 
business is done by GMAC? 

Mr. Miscu. From what I have read, yes; that is correct. 

Mr. McHoven. Mr. Misch, I find a very significant statement on page 
15 of your testimony. You state that: } 


The automobile manufacturing company’s primary concern is the design, build- 
ing, distribution, and sale of automotive products. 


Then you state that: 


While the company must seek a reasonable return from any financing 
operations, just as it must seek a reasonable return on all other phases of its 
business, the company’s main interest in financing must be to assure effective and 
efficient distribution of its products, and such a goal is in the public interest. 

I assume here you are speaking of a situation where the factory is in 
the business of financing ? 

Mr. Miscn. In case we were in the financing business; that is correct. 

Mr. McHvueu. Incase you were in the financing business. 

Mr. Miscn. And we have not gotten into that business because up to 
this point we certainly feel that our distribution is efficient and effec- 
tive and competitive. 

Mr. McHucu. Do I understand from this statement that you are 
taking the position that if a manufacturer were in the financing busi- 
ness, then the financing policies of that affiliate would be and should 
be subordinate to the policies of the factory in selling the cars? 

Mr. Miscu. I am not so sure we could run the business that way, 
if we were in the finance business. 
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Mr. McHveu. Isn’t that what thisstatement means? _ 

Mr. Miscu. I think the statement means instead that if we did at 
any time find ourselves forced to get into the finance business in order 
to give our people in outlying districts or in any part of our dealer 
body, our customers, finance service they did not get, what we would 
be trying to do would be to try to give these people competitive 
finance service. 

Mr. McHveu. Isn’t this to say that if you were in the finance busi- 
ness, and the company policy at any time dictated that for the purpose 
of selling cars, it reduced the rate of the finance company and, there- 
fore, the ultimate return to the finance company, that you believe 
that would be proper ? 

Mr. Miscu. That is not what this is meant to say. This is meant 
to say, rather, that we would tend or intend to try to give competitive 
financial services if we get into the business. 

Mr. McHveu. Would you say, if you were in the business, that if 
the company determined that at a given point it was necessary to sell 
more cars, that the company should have the right to require its 
finance company to lower its rates or extend the credit terms, even 
though this meant a lower return to the financing operation, if the 
net result was to sell more cars ? 

Mr. Miscu. I do not think that I would say that; no, sir. 

I would prefer to make no comment on it. I just do not know. 
That is a set of circumstances that are hypothetical, and I do not know. 

Mr. McHveu. But I understand from this statement that you have 
given here that you suggest, even though there may be a lower rate 
of return to the finance operation, that might be justified if the com- 
pany determines that is necessary for the purpose of selling more cars. 

Mr. Miscu. We certainly did not intend that you should read that 
in there. 

Mr. McHvueu. You do not understand the statement to mean that? 

Mr. Miscu. That is correct. 

Mr. Cuumpris. Mr. Chairman, for clarification of the record, 
Senator Dirksen earlier placed into the record a telegram from the 
president of GMAC showing that 34 percent of GM dealers’ new cars 
sold in 1954 on time were picked up by GMAC. 

Now, Mr. Misch, Mr. McHugh asked you a question, don’t you 
believe that most of the General Motors care are financed through 
GMAC, and I believe vou said, “Yes, I think so.” 

You really do not know, do you? 

Mr. Miscu. I really do not know; no, sir. 

Mr. Cuumpris. So that the record will be clear on this, I am quoting 
from our automobile hearings last April, where Senator Kefauver 
asked Mr. Stradella this question : 

While you are interrupted, we are talking about page 4 when you say GMAC 
finances about 28 percent of General Motors dealers’ new cars and of all cars 
approximately 43 percent of General Motors new cars time sales are financed 
by GMAC, do these other companies finance any General Motors cars? 

Then there was a question and answer, back and forth, and then 
we get to the meat of it here, where Mr. Stradella said: 


I do not know offhand, but I would say that the bulk of the financing not 


done by GMAC or the other 57 percent of the time sales, the bulk of it is done 
by the banks, 
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So it would indicate from this testimony that GMAC does less thay 
50 percent of the financing of General Motors cars. 

Il am putting it into the record so that it will not be inconsistent 
with the matters that Senator Dirksen put into the record this 
morning. 

Senator Harr. Are there any further questions? 

Senator O’Manonry. Mr. Chairman, I would like to ask the wit. 
ness to file a statement with the committee in explanation of the Jan. 
guage which Mr. McHugh has read from his testimony. 

I am frank to say that as I reread this sentence, it is difficult for me 
to understand, in the light of your answers to Mr. McHugh’s questions 
exactly what you meant. I know that you want the record to be per. 
fectly clear upon this point. 

This is what you said in your written statement : 

The automobile manufacturing company’s primary concern is the design, build. 
ing, distribution and sale of automotive products. Its object is to conduet 
engineering, manufacturing, and distributing operations as efficiently as Possible, 
to place its products before the public in the most favorable light possible, and tp 
develop an effective and vigorous dealer organization to sell them. 

I have no objection at all to that statement. That is your business: 
it is the business of an automobile manufacturing company. But | 
am rather inclined to believe, let me say parenthetically, here, that 
banking is not a necessary function of a manufacturing business, 

Now, returning to your paragraph, I am quoting: 

While the company must seek a reasonable return from any financing opera. 
tions, just as it must seek a reasonable return on all other phases of its business 
the company’s main interest in financing must be to assure effective and efficient 
distribution of its products, and such a goal is in the public interest. 

To me, the interpretation of that sentence, taken in the context of 
the complete paragraph, is that when you wrote it, you were intendi 
to tell the committee that the company’s main interest is manufactur. 
ing, distributing and selling automobile products, and that financing 
is another objective, because you say : 

While the company must seek a reasonable return from any financing opera- 
tions, just as it must seek a reasonable return on all other phases of its busi- 
ness, the company’s main interest in financing must be to assure effective and 
efficient distribution of its products—and such a goal is in the public interest. 

If that does not mean that, in your judgment, the company can 
forego a reasonable return on its financing operations in order to 
promote the effective and efficient distribution of its products, what 
does it mean ? 

Will you please write a statement on that and put it in the record! 

Mr. Miscu. I would write a statement on it. But I would like to 
say something further on it here, Senator. I would be glad to give 
you a statement. 

I think the context of this thing goes further back than just this 
paragraph. The whole statement, I think, has to be taken into 
consideration. 

When we say to you that a part of our sale of automobiles is to 
have competitive and appropriate, proper financing terms for all of 
our dealers, which we feel, generally speaking, we have today, if 
our situation got out of kilter to the point where we felt we did not 
have competitive and appropriate financing in terms of services, 
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either wholesale or retail, for our customers, obviously we would 
not have an effective and efficient distribution. So I think we have 
to go back to the context. ; 

n the other hand, I see no reason why we cannot file an explana- 

atement there. 

tO he statement referred to may be found on p. 434.) 

enator O’Manoney. Pardon me just a minute. Do I now under- 
stand you to say that at the present moment Chrysler is able to secure 
financing, without a subsidiary financing company, satisfactory to its 
pur oses ? E 

Mr. Miscu. Generally speaking, generally speaking. 

Senator O’Manoney. Is that a qualified statement? Do you mean 
there are exceptions to that ? ; gr? 

Mr. Misc. Certainly there are exceptions. This is a big business, 
it is countrywide, with thousands of dealers and millions of retail 
customers. 

Senator O’Manoney. But, on the whole? 

Mr. Miscu. On the whole, we have been able to secure that. 

Senator O’Manoney. You have been able to secure that. 

Mr. Miscu. But we still feel, Senator, if we came to a situation 
where we could not secure it we ought to be able to get into the finance 
business. 

Senator O’Mauonery. Do you do any financing through GMAC? 

Mr. Miscu. I do not know. From our standpoint there is no reason 
why financing could not be done through GMAC; but whether or not 
any Chrysler cars are financed through GMAC I could not tell you; 
Ido not know. 

Senator O’Manoney. Do you know, sir? 

Mr. Smiru. No. 

Senator O’Manonry. Do you know, Mr. Jacobson ? 

Mr. Jacopson. I do not know. 

Mr. Miscu. It is not significant. 

Senator O’Manoney. But you do under other finance companies. 

Mr. Miscu. We do not know. 

Senator O’Manoney. But you do not know. 

Mr. Miscu. It would be very insignificant. 

Mr. Smiru. It would only be in the situation where it would be a 
= of ours handles General Motors; it would be a very rare case, 
if it were. 

Senator O’Manonry. You wanted to make a statement, Mr. Smith. 

Mr. Suiru. The thing I wanted to say, it seems to me, Senator, 
the statement was not unclear, and I was a little bit puzzled by what 
further you wanted. 

What we are really saying is this: that the gentleman who testified 
this morning testified that he made 9.8 percent return in his business, 
and supposing he decided tomorrow, and it were possible for him 
to make that 20 percent, and then 25, we are saying that we would 
like to reserve the right to be able to get in that business, but that 
we would not use it as a subsidy, that we would use this, as we state 
in the statement, to make a fair return. 

But we feel that being able to get in we will prevent any gouging 

mM occurring, which did occur, as the record shows, back in the 


carly twenties, and so forth, which was the reason we went into it at 
that time. 
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Senator O’Manoney. This is the reason why I have requested tha 
you file a written thoughtful statement because, as I read this Sentence, 
it can clearly be interpreted to mean—I am just changing the lap. 
guage a little bit— 

While a company must seek a reasonable return from any financing operations 
just as it must seek a reasonable return on all other phases of its business_ 
your language continues— 


the company’s main interest in financing must be to assure effective and efficient 
distribuition of its products—and such a goal is in the public interest, 





To me that seems as though you had written it this way: “The 
company’s main interest in financing is not as important as its interes 
in assuring effective and efficient distribution of its products, and they 
the implication is clear that if we have to sacrifice a reasonable retur 
on the financing operation in order to assure effective and efficient 
distribuition of the products, we will take it.” 

If I am wrong I would like to have you set it right in the record, 

Mr. Smiru. Well, what we are saying is that we think that you 
can get a fair return from the financing of automobiles, and that 
that would be our objective, and that the only time we will go in is 
where it is necessary because somebody else was either not rendering 
the service or getting an unfair return. r 

I see no inconsistency in the statement. 

Senator O’Manoney. Now you are testifying that you would not 
want to have asubsidiary financing company. 

Mr. Smirn. I am saying that we want the right to be able to have 
one if conditions warranted it. 

Senator O’Manonry. But if there were such a finance company, do 
you agree with the witness that you would not want to have any Fed- 
eral rules and regulations to control the manner in which financing 
companies should operate so as to make it less possible for abuses in 
financing to take place? 

Mr. Smirn. Well, I would say this, Senator, I do not think that 
the situation warrants it today, and I would hope if we did go into 
the business that it would not warrant it in the future, and since 
there is no clear and present danger, so to speak, of such abuses, I 
do not see the necessity for the law. In the future this might develop, 

Senator O’Manonry. May I say that is the familiar answer whieh 
leaders in business give whenever in the Congress of the United States 
any suggestion is made that business should be regulated in the public 
interest, although the Constitution clearly declares it should be. 

I have stated before at these meetings that the fact is that when 
George Washington was President of the United States and signed the 
Navigation Act giving the Federal Government the power to regulate 
navigation, the operator of a ferry across the Hudson River from New 
York City to New Jersey took that case all the way to the Supreme 
Court, saying that the Federal Government had no business regulat- 
ing navigation, that it ought to keep out and let business do it itself. 
The courts did not agree. The decision in that case was written by 
John Marshall, who was no radical or Red. He was only a believer 
in the Constitution of 'the United States, and, as one of the sponsors 
of the legislation before us, I want to say again for the record that! 
am concerned with the protection of the great public from the abuse 
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that may be committed under this financing arrangement which now 
exists. 

Under the records which we have here, Mr, Witness, it would ap- 
pear that GMAC on its operations makes 17 percent; the smal] oper- 
atorsmake about 9 percent. ae . > 

Do you think Chrysler, if it were in the position of GMAC would 
lower its financing return to 9 percent ? 

Mr. Miscu. In the first place, Senator, I do not know that the aver- 
age of the small operators is a good arithmetic average. It may or 
may not be. 

I suspect that they probably are all over the landscape in returns. 

I did hear the witness this morning, however—I read some of the 
testimony—that has indicated that General Motors might be using 
GMAC as a price-cutting tool, that it certainly would not appear, if 
they did, they would be able to earn the return which they earned. 

Senator O’Manoney. I do not want to argue with you on that be- 
cause there is all sorts of testimony. 

Mr. Miscu. I do not know either, but I am just making a suppo- 
sition. 

Senator O’Manoney. Of course, the facts seem to be that GMAC is 
in position to change its rate considerably and very broadly with 
respect to the kind of business which is being carried on, and your 
testimony, the testimony of Mr. Jacobson right here and now, would 
indicate that in his belief if you were managing a finance company 
you would have one rate in the big city where there was big business, 
and a lower rate in a smal] community in an underpopulated State. 

Mr. Miscu. We might pay some attention to the costs in setting 

your rate, which is the basis of that. 
* Senator O’Manoney. But all of this is something that bears on the 
question of whether or not in the automobile business, particularly 
because of the record that has been established at the hearings, Gen- 
eral Motors has been able to use its banking operations as a tool to 
gain a competitive advantage over Ford, over Chrysler, over Ameri- 
can Motors, over all the other companies that have been shriveling 
down in the past few years. 

If we are going to have competition, let us get together and make 
sure that we have the competition. 

If you can prove, or anybody can prove, against the record that has 
been established by this committee in this hearing and in other hear- 
ings, that the GMAC is not an instrument by which General Motors 
has built up its powerful position, why, then, maybe I could be per- 
suaded to try some other method to protect the public interest. 

Mr. Chairman, that is all I have tosay. 

Senator Harr. Mr. Peck? 

Mr. Peck. Mr. Chairman, I have one very brief question I would 
like to address to Mr. Misch. 

Mr. Misch, in the event any of your dealers should be unable to get 
satisfactory wholesale credit, would the Chrysler Corp. be able to send 
cars to its various dealers on an installment buyer basis without 
adding anything to their costs? Would you be able to send care to 
your dealers and allow them to keep them and eventually sell them, 
paying you from time to time the wholesale price of your car? 
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Mr. Miscu. I will say only one thing to you. If we had to do tha 
in the case of all of our sales to all of our dealers we would need ap. 
other $300 million at least of capital and, possibly, $500 million of cap- 
ital in order to do it, which would be a very expensive problem, 

Mr. Peck. That certainly seems to be a very expensive operation, 

Section 2 of Senate bill 838 which makes it unlawful for an automo. 
bile manufacturer to own an automobile finance company contains 
a proviso which says: 

That nothing herein shall prevent such corporation, when making sales of its 
motor vehicles at wholesale, from permitting the purchaser to pay for such 
motor vehicles within a reasonable time after purchase at no additional charge, 

Does the subcommittee understand you, sir, to say that such a 
proviso would be of little assistance to you in maintaining your dealer 
operations ? 

Mr. Miscn. That is correct. 

Senator Harr. Mr. Smith, is there anything that you care to add! 

Mr. Smiru. I think not; thank you, Mr. Chairman. 

Senator Harr. Thank you very much for your patience. 

Mr. Miscu. Thank you, Senator. 

Senator Harr. Thank you for your help. 

Weare recessed until 10 a.m. tomorrow morning. 

(Whereupon, at 1:10 p.m., the subcommittee recessed, to recon- 
vene at 10a.m., Friday, February 27, 1959.) 
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FRIDAY, FEBRUARY 27, 1959 


U.S. SENATE, 
SuBCOMMITTEE ON ANTITRUST AND MonoproLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10:10 a.m., in room 424, 
Senate Office Building, Senator Philip A. Hart presiding. 
Present: Senators Kefauver (chairman), O’Mahoney, Hart, and 
Carroll. a 
Also present : Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel ; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority; Carlile Bolton-Smith, 
special counsel for minority; Horace L. Flurry, assistant counsel ; 
Joseph C. Golden, attorney; Dr. John M. Blair, chief economist; and 
Gladys E. Montier, clerk. ; 
Senator Harr. The subcommittee will be in order. 
May I, as acting chairman, first read into the record a telegram 
received this morning from the chairman of the board of the General 
Motors Corp., addressed to Senator Kefauver: 


Concerning your telegram dated February 14, Saturday, received at our office 
February 16, Monday, General Motors Corp. considers the proposed legislation 
prejudicial to its interests and the best interests of the public, and desires 
to present its position with respect to Senate bills 838 and &39. However, 
there is currently in the Federal District Court for the Southern District of 
New York, a criminal grand jury investigation with respect to which Assistant 
Attorney General Victor Hansen, in charge of the Antitrust Division of the 
Department of Justice is quoted as saying, “We are studying the effect a 
splitup between GMAC would have both within the automobile industry and 
the financing business.” Obviously, the study and investigation of your sub- 
committee into history and activities of manufacturers of motor vehicles in 
the financing and insuring of their products for the purpose of evaluating the 
proposed legislation would cover the subject matter which is presumably being 
considered by the grand jury. It would be improper and contrary to accepted 
principles of American jurisprudence for General Motors to be exposed to a 
congressional investigation at any time while the matter is the subject of a 
criminal grand jury investigation. At the same time, General Motors should 
not be denied the privilege of expressing its position with respect to proposed 
legislation obviously designed to deny to it the right to continue in a business 
activity that it has carried on for 40 years, particularly the history of that 
activity and fundamental and general principles involved in the conduct of 
stich a business activity by a manufacturer. 

We therefore respectfully propose that in lieu of an appearance we be per- 
mitted to file statement on or before February 27, 1959, recognizing, of course, 
as has been the practice in other congressional hearings, that other interes‘ed 
parties should be given time to file reply statements, 


This is signed by Mr. Donner. 


41063—59—_—12 
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I read for the record the reply dated February 18 addressed to yy 
Donner and signed by Senator Kefauver as chairman of the syb. 
committee : 

Concerning your telegram dated February 17 received today, subcommittee was 
aware of pendency of grand jury investigation in the southern district of Ney 
York. Hearings by subcommittee are purely for the consideration of pendip 
legislation and constitute in no way an investigation of General Motors’ operg. 
tions in the finance and insurance businesses through its subsidiary. 

Since the proposed legislation directly affects the interests of General Motors 
you or its other representative as selected by you, are invited to express General 
Motors’ views on the legislation, recognizing the right of General Motors to 
present testimony or to file a written statement as it may choose to do. 

The subcommittee will receive and place in the record of the hearings any 
statement relating to these bills which you may send to me. 

Is it the desire of the subcommittee that the record at this point 
indicate that we shall hold the record open for a period of 10 days 
within which to insure that not alone General Motors’ statement of 
position, but the position of other interested parties may be received 
and made a part of the record ? 

Senator Keravuver. I would think that 10 days should be sufficient 
in order to receive General Motors’ statement, which will be made q 
part of the record, and any other statements, letters, telegrams, that 
may come in in the meantime. 

This is the last day of hearings we had scheduled, so I think that 
should be done. 

Senator Harr. Without objection the record will be held open for 
this 10-day period for the purpose indicated by Senator Kefauver, 

Senator Keravver. The subcommittee, I as chairman, and the staff, 
have received a number of letters and telegrams in connection with 
this proposed legislation. I ask that Mr. Dixon be requested to de- 
scribe the number of letters and who they are from, and that they 
then be made a part of the record. 

Mr. Dixon. Mr. Chairman, you as chairman, or the other Senators 
on the subcommittee, have received telegrams and letters for or against 
these two bills, S. 838 and S. 839. There are 469 such telegrams for 
the bills, and there are 3 against the bills. There is one letter also 
that is against the bills. 

I would suggest that they be made a part of the appendix to the 
record, if it is agreeable. 

Senator Harr. If there is no objection, they will be made a part of 
the appendix. 

Senator Kerauver. And I think any others that may be received 
during this 10-day period, Mr. Chairman, should be made a part of 
the record. 

Senator Harr. If there is no objection, that will be done. 

(A staff memorandum concerning the telegrams and letter referred 
to will be found in the appendix on p. 415.) 

Senator Harr. Festerday the committee had presented to it a wit- 
ness from Texas who was identified by Senator Kefauver as a good 
citizen of that State and an able person. This morning I am delighted 
to present to the committee three good and distinguished citizens of 
Michigan. If this was a court of law, there would be no doubt about 
the expertness of the witnesses. It is no secret that this is a proceed- 
ing to inquire into two Senate bills, 838 and 839, and today repre- 
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senting the Ford Motor Co. of Deaborn we have present Mr. Yntema, 
Mr. Gossett, and Mr. Lackey. 
The committee proceeds, as you know, rather informally, but we 
have been given a prepared statement by Mr. Yntema and Mr. Gossett. 
We would be glad to have you read in full the statement or hit the 
high points, as you prefer. Feel free, as we shall, to interrupt at any 
time. 


STATEMENT OF THEODORE 0. YNTEMA, VICE PRESIDENT, FINANCE, 
FORD MOTOR CO.; ACCOMPANIED BY WILLIAM T. GOSSETT, 
VICE PRESIDENT AND GENERAL COUNSEL, AND J. B. LACKEY, 
FINANCE STAFF 


Mr. Yntema. Mr. Chairman, thank you for those very generous 
words. If it please the committee, I think it might be convenient to 
proceed with the statement. We shall, of course, welcome any ques- 
tions or interruptions designed to illuminate any points. This is a 
very complicated subject and I think you may have questions that you 
would like to ask. 

May I proceed. My name is Theodore O. Yntema. Tam vice presi- 
dent, finance, of Ford Motor Co. I am accompanied by William T. 
Gossett, vice president and general counsel, and by J. B. Lackey, of 
the finance staff, who has been in charge of our recent studies of sales 
financing. 

Ford Motor Co. recently indicated its intention to enter the auto- 
mobile financing business after being out of it for 25 years. 

We are glad to have this opportunity to comment on S. 838, intro- 
duced by Senator O’Mahoney, and S. 839, introduced by Senator 
Kefauver. 

Our statement consists of two parts, (1) a discussion of the busi- 
ness and economic aspects of the proposals by me, and (2) a discussion 
of the legal questions involved by Mr. Gossett. 

Mr. Lackey is here to help answer questions of fact that you may 
wish to ask. 

CHARACTER OF PROPOSED LEGISLATION 


S. 838, introduced by Senator O’Mahoney, would prohibit any auto- 
mobile manufacturer from financing the sale at wholesale or retail 
of any type of motor vehicle, trucks as well as automobiles, manu- 
factured by it. This prohibition would extend to export sales as 
well as sales made in the United States. 

S. 839, introduced by Senator Kefauver, would prohibit any auto- 
mobile manufacturer from providing financing or insurance in con- 
eesti with the retail sales of automobiles in the United States or 
abroad. 


OBJECTIVES OF FORD MOTOR CO. IN AUTOMOBILE FINANCING 


Our interest and objectives in the field of automobile financing are 
very simple: 

(1) We want our dealers and car buyers to have available to them 
financing and insurance at as low a cost as possible. This requires 
maximum efficiency in financing and insurance operations, and profits 
that are not excessive in relation to the risks involved. 
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(2) We do not want to be, and we do not want our dealers to by 
at a competitive disadvantage with General Motors whose dealers ang 
customers are serviced by GMAC. 

We have no desire to get into the automobile financing and insuranea 
business except as necessary to achieve these two objectives. 


REQUESTS FROM OUR DEALERS 


_ Our dealers have urged us to provide them with competitive finane. 
ing and insurance services. Following are unsolicited—and I megy 
unsolicited—recommendation from our dealer councils: 


We recommend that the Ford Motor Co. speed up its consideration of egtgp. 
lishing finance plans that will stabilize retail and wholesale rates, reserves, 
and credit policies. We believe that GM, International, Mack, etc., have a rea] 
advantage in their plans. (Ford Dealer Councils: Southeast, Great Lakes, Mia. 
west, Central, and Southwest regions, 1956.) 

We recommend that the Ford Motor Co. please assist their dealer organiza- 
tion with the finance companies by securing rates that will be as low as General 
Motors Corp, both on floor plan and retail paper. (Ford Dealer Councils: 
Southeast, Great Lakes, Midwest, and Central regions, 1957.) 

We recommend that the Ford Motor Co. enter the finance field like Genera 
Motors, to provide its dealers with comparable services and that it provide 
a standard agreement to alleviate such arrangements as some dealers having 
recourse paper and others having nonrecourse paper. (Ford Dealer Council: 
Great Lakes region, 1958.) 

It is recommended that the Ford Motor Co. assist dealers in securing a more 
competitive finance plan, both wholesale and retail, through the various finance 
companies doing business with Ford dealers. (Ford Dealer Council: Southeast 
region, 1958.) 

It is recommended that the Ford Motor Co. make every effort to assist 
dealers in lowering floor plan interest rates. Chevrolet dealers have the OD 
portunity to finance with GMAC if so desired, thus insuring a lower floor plan 
rate. (Ford Dealer Council: Northeast region, 1958.) 

Recommend consideration be given to the entire financing program, both 
wholesale and retail, of the Ford business in order to make Ford dealers more 
competitive with GMAC dealers. (Ford Dealer Council: Southwest region, 
1958. ) 

Recommend Ford Motor Co. establish a finance company to provide an ade 
quate wholesale and retail finance plan, long term capital loans, and a leasing 
finance plan, in order to make our dealers more competitive with GMAC. 
(M-E-L National Dealer Council, 1959.) 

So far as I know, we have no request from our dealers not to enter 
the business. And these dealer councils, as you probably know, are 
organizations that are representative of our dealers and are designed 
to provide a means by which our dealers can communicate effectively 
with us. They are really representative of our dealsr throughout the 
country. 


IMPORTANCE OF THE AUTOMOBILE SALES FINANCING BUSINESS 


Automobile sales financing is big business. Consumer automobile 
installment credit outstanding at the end of 1958 amounted to more 
than $14 billion. This represented about one-third of all consumer 
credit. About two-thirds of new cars are sold on credit. Thus, in 
a six-million-car vear, approximately 4 million new cars would be 
bought on credit by retail purchasers. The ageregate finance and 
insurance charges to consumers ch these new cars are estimated to be 


well in excess of $2 billion a year. 
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On a new car bought on a typical 36-month installment contract 
(and about two-thirds of them are now bought on 36-month con- 
tracts) the charges for interest and insurance provided by an inde- 
pendent finance company average more than $600. These charges 
are more than 20 percent of the net cash price of the car and may 
amount to as much as 25 percent. 


CHARACTER OF COMPOSITION IN AUTOMOBILE SALES FINANCING 


Before reaching our decision to enter the automobile financing and 
insurance business we made a study of competitive conditions in the 
industry. What we found was a jungle of practices and charges so 
complex that it took us a long time to find out approximately what the 
facts were and what they meant for our car buyers, our dealers, and 
our company. In this and the following sections I shall try to de- 
scribe briefly the competitive conditions as we found them in the auto 
finance industry. : 

If you have questions on this complicated matter we shall do our 
very best to try to answer them for you. 

Automobile sales financing is furnished by finance companies, com- 
mercial banks, and to a lesser extent by credit unions and automobile 
dealers. 

On June 30, 1958, the most recent date for which we have informa- 
tion, outstanding consumer automobile installment credit was dis- 
tributed approximately as follows. This is retail installment credit, 
on both new cars and used cars. It does not include wholesale credit 
outstanding. 
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The share of consumer automobile installment credit held by finance 
companies reached a peak of over 51 percent in 1955, and then de- 
clined. This decline appeared to be due, at least in part, to more 
aggressive competition from banks and credit unions. It is possible 
also that some of the shift away from finance companies in 1958 may 
have resulted from a withdrawal, in the recession, of buyers who 
would commonly look to a finance company for credit. 

In general, but not universally, banks offer the most favorable 
financing rates to dealers and car buyers. Bank participation in 
automobile financing varies widely by area, however, and may also 
tend to be restricted to a better quality of risks. GMAC offers finance 
and insurance rates lower in most areas than other finance companies. 
GMAC rates in some areas are even below bank rates. In combating 
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bank competition, finance companies emphasize their willingness ang 
ability to render efficient service to buyers and dealers. Finance com, 
panies also promote the sale of automobile physical damage insurance 
and various forms of credit life and disability insurance frequently 
provided by affiliated insurance companies. 

The variety and complexity of finance and insurance arrangements 
and the charges for them are such as almost to defy comprehension 
It is impossible for the average buyer to appraise the rates for the 
finance and insurance services offered, as compared with alternatives 
available elsewhere. In an individual case, the finance charge is like] 
to be influenced by such factors as the personal credit standing of the 
buyer, the amount of the downpayment, the number of months oye, 
which repayment is to be made, the bargaining skill of the buyer, the 
character of competition in the market area, and the limits set by 
State regulations. 

(At this point Senator Kefauver left the hearing room.) 

Mr. Ynrema. Automobile insurance charges may be affected by the 
age and occupation of the driver, the value of the car, the loss experi. 
ence in the territory, the length of the contract, the character of com. 
petition in the market area, and the rate schedule of the particular 
company. Credit life and various forms of “package” insurance vary 
widely in coverage and in rates. Some finance companies and dealers 
promote the inclusion of high-margin insurance packages at the risk 
of adding to the overall cost of the car purchase; others offer low-cost 
minimum coverage. 

As we have indicated, it is almost. impossible for a car buyer to 
compare the relative cost and desirability of available alternatives, 
As a result, most finance companies do not rely primarily on low in- 
terest and insurance rates to get the business. ‘They rely more on close 
relations with the dealer, good service, and a rate structure that in- 
cludes an attractive margin of profit to the dealer. 

In the preceding section, it was noted that on a 36-month install- 
ment contract finance and insurance charges to the consumer typically 
exceed 20 percent of the cash price of a new car if the deal is handled 
by a finance company. 

The level of these charges affects new car sales and production and 
employment in the automobile industry. Clearly, the consumer, the 
dealer and the automobile manufacturer all have a common vital in- 
terest in the level of finance and insurance charges. 


COMPETITION AMONG FINANCE COMPANIES HAS FAILED TO BRING THER 
CHARGES FOR FINANCING AND INSURANCE DOWN TO THE GMAC LEVEL 


GMAC has loaned money to GM dealers to carry their inventories 
of new cars at rates generally about one-half of 1 percent lower than 
those offered by other finance companies. It is commonly called “floor 
planning” in the trade. 

Mr. Cuumpris. The witnesses who have appeared previously repre- 
senting the independent finance companies, including, I believe, the 
one witness for the bank, have left the impression that the independent 
finance companies are competitive with GMAC. The introduction 
to your discussion now indicates that they cannot meet the competi- 
tive pricing of GMAC. 
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Mr. Yntema. Mr. Chumbris, all I say is that almost universally 
they do not meet it. Whether or not they can meet it is another ques- 
tion. But the fact is that in general they do not meet it. I shall indi- 
cate in this section the extent to which they fail to meet it. 

Mr. Cuumpris. So that my question won’t be misleading their testi- 
mony was that in some instances maybe the independent finance 
would be lower than GMAC, and in other instances GMAC may be 
lower than finance companies, but generally over the average the 
independent finance companies are competitive. 

Mr. Yntema. As a general statement that is incorrect. In the vast 
majority of instances the independent finance companies charge higher 
rates than GMAC. There are some instances in which they charge 
the same rates, but by and large that is not so. 

Mr. Drxon. On what do you base that ? 

Mr. Yntema. We have been studying this problem for 2 or 3 years. 
We are not in the business ourselves. This answer is based upon liter- 
ally thousands of fragments of information. We have gone out and 
talked to our dealers and we have discussed this with other finance 
companies. I am sure that if your staff will go out and study this 
problem (and it isn’t easy to find out the facts; we were at this for a 
couple of years before we were able to come to any kind of generaliza- 
tion of this sort) you will find out that what I have said is true. 

Incidentally, the testimony of Mr. Lundell of C.1.T. Financial Corp. 
confirmed my statement, when he said that finance companies did 
not meet the GMAC charges. 

Mr. Cuumprts. That was one point I wanted to pursue. The testi- 
mony was referring to only to the independent finance companies 
which appeared and testified. I was going to go into that further. 
Did that also include Commercial Credit, C.I.T., Universal, and As- 
sociates Investment ? 

Mr. Yntema. Yes, sir. 

Mr. Cuumeris. In other words, none of those groups could com- 
pete with GMAC? 

Mr. Ynrema. No, that is not what I said. I said they wouldn't. 

Mr. Cuumpris. They wouldn’t ? 

Mr. Ynrema. They don’t. Whether they can is something quite 
different. 

Mr. Cuumpris. Thus far they have not been able to—— 

Mr. Ynrema. This comes up later in the testimony. We met with 
C.LT, We said, “GMAC’s rates are lower,” they admitted they were 
lower, and we said, “Won’t you meet this competition?” And they 
said, “No, we won’t.” 

Senator Harr. Did you go beyond that and ask why ? 

Mr. Ynrema. They are not particularly communicative. The an- 
swer is simple enough. ‘They like to make 20 percent after taxes, or 
40 percent before taxes. 

Mr. Drxon. Did they tell you General Motors could borrow money 
more cheaply than they could ? 

Mr. Ynrema. By and large that is not so. The cost of money is 
very nearly the same. General Motors may have a slight edge, but 
by and large it isn’t true. 

_ Mr. Drxon. Are you aware that the contracts between the lending 
institutions and GMAC require only GMAC to keep 100 percent as 
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a surplus, whereas the others have to keep 150 percent? 
aware of that? 

_ Mr. Ywrema. I think that is true, but the cost of borrowed money 
is not much different. I do think that GMAC has been run very wejj 
indeed. It is a very efficient operation. We aspire to be as efficien; 
as that. 

I think some of the matters that have just been inquired about yil 
be dealt with in this next paragraph. I am sure you may want t) 
explore them further after this brief statement. 

Mr. McHucu. Mr. Yntema, may I interrupt here? 

Mr. Yntema. Yes, sir. 

Mr. McHueu. Did I understand you to say that C.L.T. reports, 
profit of 20 percent after taxes? : 

Mr. Ynrema. May I read the profit percentages? These have heey 
computed by dividing each year’s net profit after taxes, allocable to 
the common stock, by the net worth of the common stock at the begin. 
ning of the year. : 


Are you 


C.I.T. Financial Corp.—-Percent profit on net worth of comimon stock 
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These are after taxes. You double these approximately in order 
to get the equivalent rate of return before taxes. 

Senator Harr. This is the return reported by C.I.T. ? 

Mr. Ynrema. That is correct, sir, and I will be glad to read the 
returns for other leading companies, if you would like to hear them, 

Mr. McHveu. Mr. Yntema, we have had testimony from a number 
of independents representing the American Finance Conference, in 
which the rate of return has been given as low as 9 percent, and as 
high as 13. Do you have different information than that ? 

Mr. Ynrema. That is not typical, sir, of the major operations in 
this field. I will be glad to read the returns of companies repre 
senting the majority of outstanding receivables. 

Senator Harr. I think the subcommittee would be interested in 
the figures on the major companies. 

Mr. Ynrema. The profit percentages in the following table have 
been computed in the same manner as those of C.1.T. given above. 


























| Percent profit on net worth ! 

| 1953 1954 | 1955 1956 1957 1988 
IN RE i aig es cctren ste ag ot i GRO 7.8 16. 4 14.9 13.9 13.3 124 
Associates Investment Co___- Subs. Jc ches aes 21.3 21.8 23. 3 20.5 19.3 15.0 
General Finance Corp staal tec easti aia 16.8 17.3 20.7 17.3 18.3 18.0 
Southwestern Investment Co. Vette Laan 15.5 15.5 14.4 13.5 14.6 12.3 
Interstate Finance Corp. (Iowa) _...........-.-.-.----| 12.7 11.5 14.8 13.6 16.9 143 
Allied Finance Co. (Dallas) ‘Cree ees SL aa 12.0 18. 1 23.1 16.9 
American Discount Co. (Charlotte)_........-..-.---.-- | 19.0 18.6 18.0 14.3 


| 13.3] 119 





1 Computed by dividing each year’s net profit after taxes, allocable to the common stock, by the net 
worth of the common stock at the beginning of the year. 


Mr. Drxon. Do you have GMAC’s figures ? 
Mr. Yntrema. Yes. GMAC, in spite of its low rates, has done ex- 
tremely well. 
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General Motors Acceptance Corp.—Percent profit on net worth? 


1953 wow wenn nn nee We Ot Reet i SIS) ee 19:8 
1904s 5+ -~------- = 22. 2 | WOT nisi tabi aieidediiabtlwRED 18.5 
1985---------------------------- 21.2 


1Includes profit and net worth allocable to both preferred stock and common stock as 
Genertl Motors Corp. owns all of both classes of stock. 


Mr. McHucu. Have you averaged the return of the independents? 

Mr. Yntema. The data are not published on many of the finance, 
companies, so I can’t tell you what the average would be. 

Mr. Drxon. What is the source of your information ? 

Mr. Yntema. These dates are from published reports. 

If I will not be pressed for the source of this, because it will em- 
barrass the executive vice president of one of the companies, I will 
tell you in confidence what was said with reference to this matter. I 
don’t want to quote the gentleman because I don’t want to embarrass 
him. gina 

Senator Harr. We have had other witnesses who were similarly 
situated, and we received theirs. ‘ ; 

Mr. Yntema. This gentleman said to me, “T have lain awake nights 
trying to find out what is wrong with this business. I can’t find any- 
thing wrong with it. Itisa profitmaking business.” 

He said, “I have made more money in this business than I ever 
dreamed I would make.” 

He said, “Everybody who has been in it for 20 years has made at 
least a million dollars, and most of them have made a lot more.” 

He said, “It is a low-risk business and a high-return business.” 

You can verify this for yourself. I think those are the facts with 
respect to the situation. 

Senator Harr. In the case of at least some of those companies whose 
returns you have just given us, we should understand, however, that 
they engage in business other than automotive paper. 

Mr. YnteMA. That is correct, Senator. 

Senator Harr. In fairness we must realize that. 

Mr. Ynrema. That is correct. Some of these companies have a 
substantial amount of consumer loans, ordinary small loans. These 
companies are predominantly in the auto finance business, but they are 
engaged partly in other businesses. 

(Senator Carroll entered the hearing room.) 

Senator Harr. The committee is glad to note the presence during 
the course of Mr. Yntema’s testimony of Senator Carroll. 

Mr. Ynrema. Shall I continue? May I go back to the beginning 
of this section so as to get continuity. 


COMPETITION AMONG FINANCE COMPANIES HAS FAILED TO BRING THEIR 
CHARGES FOR FINANCING AND INSURANCE DOWN TO THE GMAC LEVEL 


GMAC has loaned money to GM dealers to carry their inventories 
of new cars at rates generally about one-half of 1 percent lower than 
those offered by other finance companies. (This is one of the few 
things that you can say with assurance; there are not many exceptions 
to it.) This amounts to approximately $1.50 per new car. GMAC 
has provided insurance for these cars at a cost approximately $1 below 
other finance companies. Compared with other finance companies, 
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then, GMAC has typically offered GM dealers financing and ingyp. 
ance on their inventories of new cars at a price approximately $9.59 
per car below the price quoted by competing finance companies, 

In a recent survey of 80 Ford Motor Co. dealers in Illinois, Indiang 
Michigan, Missouri, Texas, and other States, we found that 76~ 
95 percent—of them paid a higher interest rate to floor plan thej 
cars than the GMAC rate then prevailing. ; 

Early in February GMAC raised its wholesale rate one-half percept 
Other finance companies have not yet raised their rates. If they cop. 
form to the pattern of the past, they will. 

GMAC of course gets the great bulk of the wholesale financing of 
GM dealers and it is small wonder. It is generally the lowest cog 
source for the GM dealers. 

Senator Carrotu. May I ask a question ? 

Mr. Yntema. Yes, sir. 

Senator Carroty. With reference to the highest interest rate in the 
floor plan, what would that mean fora car? How much per car? 

Mr. Ynrema. A half a percent for, say, 45 days on a $2,400 car 
would be $1.50 per car. Half of one percent times $2,400 times three 
twenty-fourths of a year is $1.50. 

Senator Carroiy. $1.50 per car over what period of time? 

Mr. Ynrema. For 45 days. If the car is in inventory a month and 
a half, that is three twenty-fourths of a year. This is on every cara 
dealer sells, because he would ordinarily floor plan them all, you see, 

Senator Carroiu. You say that in this recent survey you found that 
76 Ford Motor Co. dealers paid a higher interest rate to floor plan 
their cars than the GMAC rate. 

Mr. Yntema. Yes, sir. 

Senator Carrott. Are you now saying that the difference was 
$1.50? 

Mr. Ynrema. It was more than that in some cases. I will be glad 
to read you the difference. 

Four of these 80 dealers had an interest rate of 4 percent. Sixty 
of the dealers—the typical situation—had an interest rate of 41%, per- 
cent, but 10 of the dealers paid 5 percent, 2 of the dealers paid 544 
percent, and 4 of the dealers paid 6 percent. 

The typical difference was half a percent, but for some of them it 
was much more than that. 

Senator Carroiu. I am trying to fix the figure in my own mind, Is 
this really what we are talking about at this point, that a higher in- 
terest rate to floor plan is approximately $1.50 a car for 45 days? 

Mr. Ynrema. It is $1.50 a car if it is in inventory for 45 days. 

Senator Carrotu. Yes. 

Mr. Ynrtema. Yes, sir, that is correct, for the great bulk of the 
dealers, and for some it is more than that. And then, of course, there 
is another dollar in the insurance charge, which for the most part is 
provided by GMAC at a lower rate than is available elsewhere. 

Senator Carroti. What would be the difference between GMAC 
and the Ford rate? Now we are talking about something else, are we 
not ? 

Mr. Lackey. We are talking about insurance on the cars while in 
the dealer’s inventory, which of course the finance company wants to 
have to protect its collateral. GMAC charges a $2 flat charge for any 
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riod up to 180 days. A typical charge by other finance companies 
is one-eighth of 1 percent on the invoice value of the car for a period 
of 90 days; one-eighth of 1 percent on $2,400 is $3, so the difference is 
$3 versus $2, and we have not considered the fact that if the dealer 
holds a car over 90 days, he pays another $3. 

Senator Carrot. ‘To simplify it for the record, what would that 
mean in dollars per car? 

Mr. Lackey. $1 for insurance: the difference, between $3 and $2. 
In other words, the dealer’s cost base of that car when he goes to sell 
it is $2.50 higher than a GM dealer financing with GMAC. 

Senator CarroLu. Then does that $1 relate to insurance ? 

Mr. Lackey. The dollar is on the insurance, yes, sir. The $1.50 is 
the interest element. 

Senator Carrott. And the other rate that we had relates to floor 
planinterest? = = 

Mr. Lackey. Yes, sir. 

Senator Carrott. How much is that per car, $1.50 ? 

Mr. Lackey. $1.50. 

Senator CarroLL. So what we are talking about is $2.50 per car. 

Mr, Lackey. That is right. 

Mr. Ynrema. That is correct, on all cars that go through the 
dealer’s hands. 

Mr. McHuer. On an average car priced at $2,400. 

Mr. Yntrema. $2,400 wholesale cost. 

Mr. Lackey. Over a period of a year, if a dealer sells a thousand 
cars, it is a matter of $2,500 additional cost to him. 

Mr. Cuumeris. Does that necessarily infer that this additional cost 
would be passed on to the consumer ? 

Mr. Ynrema. Not necessarily. In our own case this year, for ex- 
ample, our Ford is priced approximately $50 below the Chevrolet. 
The higher finance charge is a cost that is borne either by the manu- 
facturer, the dealer, or the consumer, but it is an extra cost. This is 
an extra charge by the finance company. On whom it falls, you can 
decide. 

Mr. Cuumerts. If it wasn’t for this interest cost, it might be $55 
less than Chevrolet. 

Mr. Ynrema. I don’t know what it would be, but here is a cost 
of getting a Ford car to the consumer. It isn’t necessarily paid by 
the consumer, but the $2.50 a car represents a service provided more 
cheaply by the finance company of General Motors than by other 
finance companies. 

You will find when we come to the retail charges that the differ- 
ential is much greater than this. This is small compared to what we 
are going to talk about in just a minute. 

Mr. Cuumprts. The reason why I asked the question, everyone 
wants to know how it affects the buyer of the car. 

Mr. Ynrema. In the long run any increase in cost, any inefficiency 
hurts the consumer. If you take this advantage away from General 
Motors’ dealers you have just raised the cost of manufacturing and 
distributing cars by $2.50, and in the long run the consumer foots 
the bill. Now in a particular situation like this, we may absorb it or 
the dealers may absorb it. We think that we are competitive with 
GM at the retail level. 
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Mr. Dixon. Do you call it inefliciency, Mr. Yntema, for a giant coy 
poration such as General Motors to be able to borrow and obtain 
money more cheaply than a smaller corporation ? 

Mr. Ynrema. The difference is very small and GMAC may ve 
well be more efficient in those operations. GMAC does not haves 
large differential in this respect. They have a different financial] phen 
for their business, but this is partly in my judgment a matter of 
efficiency of operation, and the difference in the cost of money ig not 
very great. I am interested in the consumer. I am interested in hig 
getting his services at as low a cost as possible, and here is a clegp 
case where if you do it one way, it costs $2.50 more than another way 

Mr. McHveun. In connection with these lower wholesale costs of 
GMAC, do you think that in large part it may be due to the fact that 
GMAC has lower acquisition costs than the independent financg 
companies in that because of the integrated nature of the General 
Motors setup it doesn’t have the high costs in securing its business 
from its dealers? L 

Mr. Ynrema. Of course, I cannot speak to that firsthand. I am 
very skeptical about it. I know in our own company we have sepa- 
‘ate divisions and they treat each other just like independent com. 
panies. These relations, and their effect on acquisition costs, can be 
vastly overrated. By and large you would find that these finance 
companies establish a relationship with the dealer and it goes on for 
quite a long period of time. I cannot give you detailed figures to 
support my view. 

I can only tell you that in my judgment the matter of relative 
acquisition costs Is vastly overrated. 

Mr. McHuen. Mr. Yntema, are you telling the committee that in 
your opinion GMAC has to spend as much money in sending its 
salesmen out to get the business of General Motors dealers as an 
independent finance company ? 

Mr. Ynrema. They operate somewhat differently. By and large 
the GMAC offices are bigger offices. I think probably that the finance 
companies spent more time trying to persuade the dealers to do busi- 
ness with them, but I can tell you why they spend more time. It is 
because the independent finance companies charge more. This is 
the story always. 

Mr. McHveu. You think that is the only reason: they spend more 
time? 

Mr. Ynrtema. I think it is the main reason. This has always been 
the story. You can either offer a man a lower price or you can talk 
him into doing business with you. GMAC offers a lower price. 
They do not have to talk as much. 

Mr. Lacxry. There has been some suggestion that GMAC does 
not have a field organization. I am not an expert on GMAC, but 
I do know they have almost 800 offices and almost 10,000 people, 
most of whom are in the field. 

Mr. Ynrema. Yes, but relatively they have fewer than the other 
companies. To some extent they may do a little different class of 
business. It is very hard to generalize about these things. In some 
instances the very marginal kind of business may be handled by an 
independent finance company at a very high rate. There may be 
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find in the case of GMAC. You will find, of course, GM dealers 
using both GMAC and another company. _ 

Senator Carroii. If I may ask a question here a little bit away 
from the subject on which you have touched, and I do not say this as 
an assertion. I am asking it as a question to get information. I 
remember something about this going back many years, but GMAC 
does have a field organization, and part of the work of that field 
organization, as I recall it, is to repossess automobiles when there 
has been a default of payment. I assume that is true today. Are you 
familiar with that ? 

Mr. Lackey. Their typical terms are 90 days repurchase, so GMAC 
would have to recover the automobile and return it to the dealer. 

Senator Carroti. That is part of their function ? 

Mr. Lackey. Yes. Of course, other automobile finance companies 
have the same function. 

Senator Carrott. What is your opinion about the tie-in between a 
Jarge manufacturer and a subsidiary of that manufacturer? 

Mr. Ynrema. Senator, could I answer that question? I think I 
could answer it much better when I finish this section. 

Senator Carroti. Are you going to touch on that? 

Mr. YnremMa. Yes. I will be very glad to answer that question, 
because I think it is an important question. 

Mr. Fiurry. I should like to ask just one question: 

Do I correctly understand the effect of your testimony here to be 
that you believe that the lower rates of GMAC are due to their better 
operation ¢ : 

Mr. Ynrema. In my judgment they are, but I can’t quote the exact 
statistical basis for it. My judgment is made up of a lot of impres- 
sions and a lot of analyses. But I believe the lower GMAC rates 
are in substantial part due to better operation. I don’t think they 
are only due to that. They are in part due to the way GMAC oper- 
ates, in the sense that it has fewer offices, larger offices, and it doesn’t 
take quite as much highly marginal, high-rate business as some of the 
other companies. 

Mr. Fiurry. Stated in reverse, it is your opinion that it is not due 
tothe combination of GM and GMAC? 

Mr. Yntrema. Let me go back. GMAC has been in the business 
40 years. I don’t know what happened in the first 30. I have been 
in the automobile business just 10 years. 

In the last 10 years I don’t think that the relationship of GMAC 
to GM has been a major factor in the success of GMAC. I think 
itis relatively minor. I think that they have just done a good job of 
keeping their costs down and of serving the dealers. 

Mr. Fiurry. That brings me to this question : 

These bills do not require the destruction of GMAC—— 

Mr. Ynrema. I am going to speak to that. : 

Mr. Fiurry. So it would be spun off as an independent company. 
If the benefit to the public which you have testified to results from 
the operation of GMAC and not from the combination of GMAC 
and GM, they would still be in the position to render the same service 
to the = 

Mr. Ynrema. The question is whether they would. I would like 
to come to that again a little later on, because I want to discuss that 
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point. This is anticipating what I have to say, and I am going to 
cover that. 

Senator Carroty. That is the question I had in mind, yy 
Chairman. 


Mr. Yntema. That is a very important question, and I would like | 


to deal with it and I will be glad to expand on it. 

Senator Harr. You may proceed. 

Mr. Ynrema. Thank you. 

On retail sales GMAC also has provided financing and insurance 
at rates substantially below those generally made available by othe 
finance companies. GMAC has offered financing and insurance gery. 
ices on retail deals without pushing extras that have high margins of 
profit to be split between the finance company and the dealer; jj 
has provided a streamlined financing and insurance service for dealers 
and consumers without the inclusion of high-cost frills. It has made 
these services available to GM dealers at rates generally lower than 
those offered by competing finance companies. Many banks offer 
these services at rates as low as, or even lower than, those charged by 
GMAC; but banks are often more selective in risks they take, and 
there is fear in some quarters that bank financing may not always be 
available as a source of funds when credit is tight. 

We estimate that GMAC provides new car financing and insurance 
service to GM dealers at a cost to the dealer averaging about $65 
per car less than the cost of financing and insurance services typically 
offered by other finance companies. In some areas typical finance 


company charges may exceed GMAC charges by as much as $100 to 


$150. 

Senator Carrot, Let’s break that down right there, if I may. We 
have $2.50 here. 

Mr. Ynrema. That is right, that is wholesale. 

Senator Carrot. That is wholesale. 

Mr. Yntrema. On all cars. 

Senator Carrotu. All right. Now, we are talking about what, 
retail ? 

Mr. Ynrema. We are talking about the retail sale, and we ar 
talking in this case about the difference in charge by GMAC and 
other finance companies. 

Now, in the case of Ford Motor Co. that would relate roughly toa 
quarter of the retail sales made by our dealers. 

P Senator Carrot. All right. Now let’s see if we can’t break that 
own. 

Mr. Ynrema. Part the the $65 is the difference in the finance 
charge. Typically GMAC will discount the paper at a rate halfa 
percent lower than the other finance companies. If the balance— 
you can figure it out—if the balance is $2,000, a half a percent for3 
years is 1.5 percent, and 1.5 percent of $2,000 is $30. 

Mr. McHveu. Is the $2,000 balance found to be an average? 

Mr. Yntema. That is it, roughly. For working purposes here, 
that is very close to the average. 

Now, a second item is physical damage insurance of the car. Iam 
talking now about the cost to the dealer; I am not talking about the 
ultimate charge to the customer, because that will vary, depending 
upon what the dealer does. The cost differential with respect to 
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physical damage insurance is an elusive figure but we have made 
some surveys of our own dealers, and as nearly as we can figure out, 
our dealers on the average get a smaller commission on the insurance 
than the General Motors’ dealers. We estimate that the difference is 
about $6.25 per car. 

Now that, confessedly, is an estimate. It is the best guess we can 
make. 

Senator CarroLy. What is the nature of that insurance? 

Mr. Ynrema. That is physical damage insurance: Fire, theft, and 
collision insurance. 

Mr. McHvueu. Mr. Yntema, do your dealers handle their insurance 
through an affiliate or a subsidiary of C.1.T.? 

Mr. Yntema. They may in the case of C.I.T. or they may not. 
It isn’t absolutely required. But our dealers don’t place all their 
business with C.1.T. by any means. 

Senator Carro.u. Let’s try to break this down now. 

Mr. Ynrema. Yes, sir. 

Gentlemen, I want to get this in logical sequence. Then we will 
come back, if you don’t mind, Mr. McHugh. 

The next item is the so-called package which normally includes, 
credit life insurance, that is, insurance payable in case of the death 
of the individual covering the amount owed; in some cases there is 
limited accident and health insurance; there may be a bail bond cer- 
tificate; there may be a travel emergency certificate; and there may be 
towing and labor coverage. That is, they have everything but the 
kitchen sink in this package. 

Typically, the “package” charge is approximately $1 per year per 
$100 of the original unpaid balance of the contract. On an average 
contract of about 32 months, this amounts to about $70. On a 36- 
month deal, which is typical but not the average, it would run in ex- 
cess of that. 

GMAC doesn’t include all these frills. This is where the money 
is in the insurance business, in these frills. As nearly as we can figure 
out, there is approximately $20 to $25 of fluff in this where the con- 
sumer is paying more than we think ought to be paid 

Senator Carrot. Give me some idea now 

Mr. Ynrema. And this is confirmed by a study in New York. 

Mr. Lackxry. The title of the study is “Report On Insurance 
Charges in Consumer Credit Transactions,” submitted by F. Roger 
Downey, administrative assistant to the superintendent, to Leffert 
Holz, superintendent of insurance, State of New York, January 24, 
1957. I believe this was in your committee records in your earlier 
hearings. 

Senator Carrot. I still don’t have, at least for myself, this point: 
Weare dealing with a $2,000 automobile. 

Mr. Ynrema. It is a $2,400 automobile. 

Senator Carroii. Say $2,400. Now, what would this mean in 
money ¢ 

Mr. Ynrema. A 36-month contract with an unpaid principal bal- 
ance of $2,000 will amount to about $2,600 after including finance 
charges and insurance. “Package” insurance could run as much as 
$78. It is in the order of $75. 

Senator Carrot. You mean credit life insurance ? 
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Mr. Ynrema. Yes, and these frills. 

Senator Carroiu. $75 to $78. 

Mr. Ynrema. Yes, sir, something like that, $75 to $80. 

Senator Carrony. And, of that, you say about $25 or $30 is fluff? 

Mr. Ynrema. Yes, sir. And we don’t want that in the kind of 
service that is performed for our customers. GMAC does not supply 
that kind of service. GMAC supplies credit life insurance which j 
I think, perfectly appropriate. This is insurance to cover the liability 
in. ease the owner of the car dies. But GMAC supplies that at 395 
cents per hundred, instead of $1 a hundred. The difference between 
$1 a hundred and 32.5 cents covers all these relatively minor and 
incidental items- 

Senator Carroii. I would like to have you go back over this just 
a moment, because I think if I can understand it, anybody can, 

Mr. Ynrema. Iam not sure I can understand it, Senator. 

Senator Carroii. I want to know what the practice is today in dol- 
lars and cents of credit life insurance for GMAC on the $2,400 to 

2,600 car. 

Mr. Ynrema. In the case of GMAC, the charge is 32.5 cents per 
hundred per year. 

Senator Carroiu. All right. Now, you do the computing and put 
it in the record. I want to draw these things together. 

Mr. Botron-Smirnu. Just for the record, is this $2,400 at whole 
sale ? 

Mr. Yntema. The car is $2,400 at wholesale. In that case, if you 
add in the dealer’s profits, you may get, say, $2,700 or something like 
that. You may have a $2,000 unpaid balance, but then you have your 
finanee charge to add in, and then you have these other charges to add 
in, so that what the customer has to pay in addition to his downpay- 
ment is about $2,600, and that is what gets insured. 

Senator Carroti. Will you give me the figures on that? 

Mr. Ynrema. We will have that in just a moment, sir. 

Senator Carrotit. What I want to do, while you are computing 
that, is, to relate that to this fluff. I want to know whether there is 
any fluffinGMAC. I want to know what they are getting. 

Mr. Yntrema. In the case of GMAC, I can give you a general 
answer. GMAC provides group credit life insurance at low cost to 
the car purchaser. This is at the rate charged by the insurance 
company. 

Senator CarroLL. Have you computed that yet? I will pause for 
moment here, because this may be important. 

Mr. Ynrema. It is $25.35. 

Senator Carrot, This is $25.35 by GMAC? 

Mr. Ynrema. That is right. Now, it does not include some of 
these extras. It does not include the limited accident and health 
insurance, bail bond, travel emergency, towing, and labor cost. They 
do not include the kitchen sink in there, but it does cover group credit 
life insurance, which is the main item. The difference is between 
a charge of $75 or $80 and a charge of $25. There is a difference to 
the customer of $50 or $55. Part of that goes to the dealer. Part 
of it covers the cost of the “package” items. But as nearly as we can 
figure out—and this is supported by the New York study referred 
to earlier—there is $20 or $25 of just pure fluff in there. 
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Senator Carroti. And you make the assertion, I think I understood 
you to say, of $29.35, that GMAC makes no profit ? 

Mr. Yntema. This is primarily a service. But in the aggregate, 
GMAC makes a very good profit. 

Mr. Drxon. You make the assertion that they perform this service 
at no profit to them. Are you certain that they do not get some 
form of payment or return from the Prudential Life Insurance Co. ? 

Mr. Lackey. Our knowledge on this is taken from testimony by 
Mr. Stradella on May 2, 1958, before your committee. The rate of 
32.5 cents is the one they use. It is in the testimony. 

In the course of the conversation, as I recall it, he mentioned that 
two things occurred: GMAC made advance premium payments to 
Prudential, and received an interest payment on the premiums not 

et earned by Prudential. 

(At this point Senator Kefauver returned to the hearing room.) 

Mr. Lackey. Secondly, there is an experience refund which, as I 
recall from the testimony, amounts to about 15 percent of premiums. 

Mr. McHueu. So there was a return to General Motors dealers? 

Mr. Lackey. No; to GMAC. 

Mr. Ynrema. Now may I go on with one other point. The state- 
ment I made does not cover the situation on physical damage insur- 
ance in four States, Massachusetts, New York, Michigan, and Ohio, 
in which, incidentally, we have about 22 percent of our business. 
The dealers in these States ordinarily cannot qualify as insurance 
agents, so they cannot get an insurance commission. The common 
practice of GMAC in these States is to offer physical damage in- 
surance at 25 percent off the manual rate. This rate reduction passes 
right straight through to the customer. 

The common practice of the other finance companies is to pocket. 
the difference, or as much as they can, and in these four States you 
may find that the difference between the charge of General Motors 
Acceptance Corp. and the other finance companies is not the $60, $65, 
or $70 that I have been talking about, but it will run $100 to $150. 
This is why we are interested in this situation. We would like to 
produce and sell automobiles just as cheaply as we can. 

Mr. McHveu, Do you think credit life insurance is a necessary 
charge in this business, Mr. Yntema ? 

Mr. Ynrema. I think it is perfectly appropriate. I do not object 
to it. It reduces the risks that are involved; if you did not have credit 
life insurance, you possibly might have a trifle higher finance rate. 
I do not think it is essential. You certainly can loan money without 
insuring the life of the person who owes money. 

Mr. McHvcu. Supposing the person did not want to pay the charge 
for the premium on his life, shouldn’t he have that choice ? 

Mr. Ynrema. Absolutely. He can, of course. A man can buy an 
automobile without getting the service of either GMAC or the other 
finance companies. He can borrow the money from the bank. 

Mr. McHveu. Is he told by the dealer that he has such a choice at 
the time he is negotiating his loan ? 

Mr. Ynrema. I cannot speak from personal knowledge on this. I 
do not know what he is told. I imagine the dealer, being like you and 
me, will try to persuade the customer to whatever is to his own 
particular advantage. 
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Mr. Dixon. We are again at the same point that we were at q 
moment ago. You again have stated a very good case for Ford's 
desire to get into this business. You say you want to perform this 
service as cheaply as possible to the consumer. 

Mr. Ynrema. Yes. 

Mr. Drxon. Certainly this committee has that same desire. Yoy 
are making a very good case showing that GMAC does furnish a gery. 
ice considerably cheaper to their dealers. 

Mr. Yntema. That is right. 

Mr. Dixon. And accordingly, we must assume that some of it would 
go along to the consumer. 

Mr. Ynrema. Not necessarily. We are not saying here that our 
customers have to pay more for their cars than our competitors’ 
customers. 

Mr. Dixon. But we come again to that point 

Mr. Ynrema. But this is what I am saying: That in the long run 
if you raise the costs of doing business, of producing and financing 
automobiles, the customers are going to pay more. Now as long as 
you have a competitive situation where one big competitor gets this 
service at a lower cost than the others, the dealers and the automobile 
companies that do not get the service at lower cost, are penalized and 
I think they have been penalized. 

I think we and our dealers are at a real competitive disadvantage 
here which we propose to mend, but it does not mean the consumers 
are paying more here as yet. This I will say: The saving grace in this 
situation 1s twofold. It is the banks, first of all. If it weren’t for the 
bank competition, I would be scared stiff by this proposed legislation, 
As it is, 1 am deeply worried about it. But the consumer is saved by 
bank competition and by GMAC competition. Now I have been 
talking so far about the difference in deals financed by finance 
companies. Those represent about a quarter of the new car retail 
sales of our dealers. 

Senator Krrauver. Dr. Yntema, if I may follow up Mr. Dixon’s 
question: You said that perhaps this meant that the purchaser of the 
automobile paid more and you said he did not. I do not think he 
pays more either, because you are competitive, and you have to stay 
competitive. 

Mr. Yntema. That is correct, sir. 

Senator Kerrauver. That means, of course, that General Motors 
makes more on their sales than Ford does by virtue of having GMAC. 

Mr. Ynrema. What it means is that the independent finance com- 
panies make more, or lose it through ineffciency. I have said this 
before, and let us give the devil his due, the fact is that General 
Motors is a very efficient, low cost operator. It shares those efficiencies 
with the public. It is rough, tough competition for us. What I am 
saying here is that we want this service available just as efficiently 
and at just as low a cost as it is available to General Motors dealers. 

The consumer may not be paying this bill now. For the time 
being, this is coming out of the hides of the other automobile manu- 
facturers and dealers, I would say, and not out of the public, because 
the public can always buy General Motors cars instead of ours. We 
have to be competitive. 

In many areas the bank competition is not effective, and if General 
Motors Acceptance Corp. is separated from GM and turns into a 
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typical finance company and stops behaving as it has behaved, you 
are going to do a lot of damage. You are going to raise the cost of 
making and distributing automobiles. I am going to talk about this 
in another section. 

Pie. Desow. That is what I was trying to bring out. We are back 
to that point again, because these bills merely contemplate a spinoff 
of GMAC. GMAC will still be alive. Why can’t they go on and 
keep doing the same things they are doing now? 

Mr. Ynrema. May I speak to that? This is in one of the later 
sections of my testimony and I think it is one of the most important 
parts; [ am not neglecting that. I am going to address myself to 
that. , ; ; 

Mr. Dixon. Certainly the question before this subcommittee is: Are 
these advantages afforded GMAC because of this peculiar relationship 
with General Motors? If it is, we have one problem. If they are not 
flowing from that relationship, then we would have no loss to the con- 
suming public if they were spun off. 

Mr. Ynrema. I do not think that covers the situation. I want to 
tell you why when I give the background for it, if I may, because 
there is one other factor that is neglected in your logic, if I may say so. 

I will come to that, sir. May I continue? 

Senator Harr. Please. 

Mr. Yntrema. I was saying in this last statement that in some areas 
typical finance company charges may exceed GMAC charges by as 
much as $100 to $150, and those are found particularly in four States, 
Massachusetts, New York, Ohio, and Michigan, and in some other 

laces besides. 

In the Detroit area, for example, the charges of one leading finance 
company for retail financing and insurance, net of dealer reserves— 
this is the cost to the dealer—may exceed GMAC charges by more 
than $150. In Chicago the charges of two leading finance companies, 
net of dealer reserves, exceed GMAC charges by $70 and $153 respec- 
tively on typical transactions. 

With these low rates, it is not surprising that GMAC gets the bulk 
of the wholesale financing of GM dealers—at least it isn’t surpris- 
ing to us—and over 40 percent of the financing of their new car sales 
at retail. 

In spite of its low rates, GMAC has made profits that compare 
very favorably with those of other finance companies. 

Competition among finance companies has failed in two respects to 
provide the kind of service our dealers and customers should have: 

(1) The rates charged have generally been considerably above 
those charged by GMAC—about $65, and in some areas as much 
as $100 to $150 higher. 

(2) The package of financing and insurance services has 
typically included high-cost, high-profit extras that have added 
unnecessarily to the cost of the automobile to the consumer. 

If I may summarize, these auto finance companies do not need pro- 
tection. They have been making typically 12 to 20 percent on their 
common stock net worth after taxes, which is equivalent to 25 to 40 
percent on their net worth before taxes, and this, mind you, in a low- 
risk industry. 
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They do not need protection. The consumer needs protection, and 
the only way the consumer can be protected is by more competition, 


OUR EFFORTS TO ENCOURAGE FINANCE COMPANIES TO MEET GMAC TERMS 
AND SERVICES HAVE FAILED 


From time to time we have let it be known that we wished finance 
companies would make available to our dealers financing and ingyr. 
ance services and rates competitive with those provided by GMAC. 
The largest independent finance company told us bluntly it would 
not meet GMAC rates. After publication of our intention to enter 
the auto sales financing business we have observed, however, some 
serious interest on the part of independent finance companies in meet- 
ing GMAC competition. 

Mr. Dixon. Mr. Yntema, do you have an opinion as to why GMAC 
does not offer to finance automobiles for dealers other than Genera] 
Motors dealers ? 

Mr. Ynrema. I think you would have to address that question to 
them; I don’t know. 

Mr. Drxon. If they did offer it to your Ford dealers, then their 
problem would be solved. 

Mr. Ynrema. Not necessarily, and again I want to speak to this 
later on because this is an important matter. This is not just a 
matter of a nominal rate. This is a matter also of service, and what 
risks you take, and I do not think we would be entirely happy witha 
finance company owned by General Motors providing service for our 
dealers. 

We would be happier than we are now, because we would have 
another alternative available, and I am sure that many of our dealers 
would use it. 

Mr. Drxon. Of course, the service that GMAC offers is financing. 

Mr. Ynrema. There is always a question of what deals you take 
and how quickly they are serviced. There are other things besides 
just the nominal charge that is involved. There is a matter of sery- 
ice, the question of the risks that would be taken in particular deals, 
and what you do in difficult times. 

Senator Kerauver. Dr. Yntema, you have probably covered this, 
but I do not understand it. GMAC makes 17 to 20 percent after 
taxes at the present time. 

Mr. Ynrema. That is right. 

Senator Kerauver. If they were spun off insofar as all of their 
operations or part of their operations, as is provided in the bill that 
I have filed, they would, of course, be independent. ‘They would want 
to get Ford business, Chrysler business, other business. Why that 
would not bring about more competition which would be beneficial 


to the whole industry and to the public, and why it would not also- 


solve your problem 
Mr. YnteMa. Senator, I am going to discuss that. May I take 
that up? It is inthe section right after this, sir. 
Senator Keravuver. All right. 





good question. 
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Mr. Ynrema. I would like to discuss it. I think that is a very 
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FORD'S DECISION TO ENTER THE SALES FINANCING OF AUTOMOBILES 


Our decision to enter the business of financing and insuring the 
sales of automobiles to dealers and to customers was a last resort. 
We could not find any other practicable means by which all our 
dealers and customers could have available to them a streamlined 
financing and insurance service and a low level of rates such as pro- 
vided by. GMAC. 

We came to this decision reluct: antly. The business of financing 
and insuring the sales of automobiles is quite different from the busi- 
ness of manufacturing and selling automobiles. It will take many 
years to recruit and dev elop a high-grade complement of personnel. 
It will take many years to es stablish a really efficient operation. It 
will be years be fore we are able to get sufficient volume to obtain the 
full economies of large-scale operation. We know that we shall have 
many difficulties, high costs, and low profits, and perhaps some 
losses during the launching period. These we would prefer to avoid, 
but we could see no other w ay to become fully competitive with 
General Motors and to provide our dealers and customers with 
financing and insurance services at the lowest possible cost. 

Senator Kerauver. Mr. Yntema, I have a question at that point. 
It does not refer to what you have on the next page. 

Mr. Ynrema. Yes, sir. 

Senator Krrauver. You say here that Ford is the second largest 
company in the automobile indust: ‘y and is going to have a hard 
time getting started in the financing of an insurance business 

Mr. Yurema. That isr ight. 

Senator Kerauver. It would have to have high costs and low prices 
and perhaps losses during the launching period. 

If that is going to be . true of you, then it oby iously would be more 
true of Chrysler, American Motors, and Studebaker-Packard. 

Mr. Ynrem s It would not necessarily be i of American Motors. 
They already have a finance subsidiary. The y have some of the 
background necessary, not in the automobile business, but they have 
some of the management 

Senator Keravuver. In their refrigerator business? 

Mr. Yntema. That is correct. 

Senator Keravuver. But they are more sparse throughout the 
country. Would you not agree that if it is going to be a hardship 
on you, it would be a greater hardship on the lesser companies, per- 
haps excluding American Motors? 

Mr. Ynrrma. We do not say this is a hardship. It is going to be 
atough 5 years for me if I have to start this. 

Senator Kerauver. I would s: ay “perhaps losses during the launch- 
ing period” would Be a hardship. 

Mr. Ynrema. That is correct, but we have that with every factory 
we put up. That is normal and that you can expect when you get 
into business. That is not peculiar to auto financing. 

Senator Kreravuver. My question was, If it is going to be incon- 
venient or a hardship to you, would it not be a greater hardship for 
these lesser companies? 

Mr. Ynrema. Senator, I do not think it is any greater hardship 
than when we build a plant or they build a plant, and I would think 
Chrysler could easily develop this. I cannot speak for Studebaker- 
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Packard. I do not know just what volume they have. I would not 
want to say with assurance. 

I say American Motors probably could start this more easily than 
we could. The main difficulty is getting people. It has taken 19 
ee to build up the kind of finance staff 1 want in the Ford Motor 

0. 

If you give me a complement of first-rate people, I will be in busj- 
ness before very long. You have to have working contact with the 
dealers, and in regard to that we would be on a par with everybod 
else. As a matter of fact, the head of one of the largest independent 
finance companies just told us we would have a terrible time getting 
into this business. 

Mr. Dixon. Mr. Yntema, before leaving the Senator’s point, you 
say, “It will take many years to establish a really efficient. operation,” 
Does the operation you have in mind contemplate financing automo- 
biles for anybody else than Ford ? 

Mr. Ynrema. We have considered that. We have not made a final 
decision. I am not at all sure but that we would not be willing to do 
it. Quite probably we would. 

Mr. Drxon. Do you think that GMAC’s efficiency in any way arises 
from the fact that they only finance General Motors cars ? 

Mr. Ynrema. No. 

Mr. Drxon. You do not think that their easy access to these dealers 
has anything to do with it? 

Mr. Ynrema. If they financed other dealers, I would think that 
their efficiency would not be injured. As a matter of fact, it might 
be increased. They would have a greater density. I do not think 
that their efficiency would be substantially affected. In answer to 
Senator Kefauver’s question, I think there would be some advantages 
to us in servicing any other dealers we could get. 

In other words, we are not going into this business to get a differen- 
tial advantage. We just do not want to be noncompetitive. We 
want our dealers to have low-cost service. 

I think we would be glad to service the other companies’ dealers if 
they want to do business with us. We do not want to be exclusive 
and we do not want to keep anybody else out who can do this job 
more cheaply than we can. 

We believe, in the automobile business, in getting the service the 
cheapest you can get it, no matter where you get it, and that is the 
same sort of thing we expect of our suppliers. If a supplier can do 
something more cheaply than we can do it, we will buy from him. 
When we cannot get it done cheaply, we do it ourselves. 

Here is a case where we cannot get it done more cheaply. 

Mr. Dixon. It is rather hard to understand why. For instance, 
GMAC is not anxious to increase its overall business, making the 
profits it is making. 

Mr. Ynrema. Mr. Dixon, I cannot speak for GMAC. I do not 
know what the answer to that is. I think you ought to address that 
question to them. If that service was available, I am sure many of 
our dealers would use it. It is just lower cost. 

Mr. Drxon. Do you consider financing an integral part of sales? 
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Mr. YntemA. What do you mean by “integral part” ? 
Mr. Dixon. A necessary part. 
Mr. Yntema. Let me put it this way: You cannot run a dealership 
without having a financing service. 
Mr. Dixon. “T understand that. 
Mr. Ynrema. If that is what you mean by “integral,” the answer 
is “Yes.” Two-thirds of the cars are sold on time, and if you do not 
get those two-thirds of the sales, you are not going to do business. 
~ Mr. Dixon. Are you interested in selling only Ford automobiles? 
Mr. Ynrema. And Mercury, Edsels, and Lincolns, too, and trucks 
and tractors, yes, sir. 
Let me put it this way: We have a steel mill, and you ask if we are 
only interested 1 in selling automobiles. We are interested in getting 
the services that are necessary to selling automobiles. We are in- 
terested in our dealers getting these services as efficiently and at as 
low a cost as possible. 
We are not interested in creating any kind of a distress situation 
anywhere. We do not think that is good i in the long run. 
Mr. Dixon. Are you inte are in going into the financi ing or the 
banking business for profit, or are you interested in going into it to 
sell For rd automobiles ? 
Mr. Yntema. Let me put it this way: We are interested in going into 
this financing business not primarily for the profit we would make. 
We are interested in getting into this business for the two reasons 
that I cited: One is that we want our customers and dealers to have 
this service available at the lowest possible cost. Second, we want 
to be fully competitive with GM. We do not expect to do this busi- 
ness ata loss. This I come to later on. We expect in the long run 
to make a reasonable profit on it. We hope we get efficient enough 
to do this. 
Mr. Dixon. If you offer this service to American Motors dealers 
Mr. Ynrema. I would be glad to make it available, as far as I am 
concerned. We have talked about this. We have not reached any 
final decision. We do not have a finance company yet. But I am 
not at all sure that we would be averse to that. I think probably we 
might do it. 
Actually, GMAC does service some American Motors dealers right 
now. 
Senator Krerauver. What you mean is, General Motors dealers who 
sell American Motors products ? 
Mr. Ynrema. That is correct. GMAC is actually financing Ameri- 
can Motors products right now. 
Mr. Dixon. Of course, this is hypothetical, but if GMAC today 
was making readily available its services to Ford dealers, you would 
not have a problem. 
Mr. Ynrema. May I speak to that, because I do not think it is that 
simple, Mr. Dixon. The next section deals specifically with that. 
If you will give me another page or two, I will try to meet that head 
on. 
I do not think it can be done very easily except in context, because 
this is not a simple question. 
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WHAT WILL HAPPEN IF THE PROPOSED LEGISLATION IS ENACTED 


We can look forward to the following consequences if the proposed 
legislation is adopted : 

(1) Ford, Chrysler, American Motors, and Studebaker-Packarg 
will be excluded from the business of financing and insuring the sales 
of automobiles (and trucks in the case of S. 838). 

(2) U.S. automobile companies will be prohibited from financing 
and insuring the sales of automobiles in foreign countries. In many 
countries these services are not available at all from other sourees 
and in other countries they are not adequate. The export of auto. 
mobiles would be seriously handicapped by the proposed legislation, 

(3) Our Ford dealer development plan and similar programs of 
other companies, designed to help men with ability but without ade- 
quate capital to get a start in the business, would have to be abandoned, 
These retail automobile dealerships, like others, have to participate in 
one way or another in the financing and insuring of automobile sales, 
Since these dealerships originally are owned or controlled by auto- 
mobile companies they would, in effect, be prohibited from doing 
business. ‘ 

I come now to the point that has been raised several times, and I use 
alternatives (a) and (b) because this may occur either way, or in 
sequence. 

(4) (a). If, after separation from GM,GMAC continues its low-rate 
policy and if other finance companies generally continue their high- 
rate policies, GMAC will take a substantial part of the non-GM busi- 
ness away from the other companies. Ve certainly would call to the 
attention of our dealers the advantages of obtaining financing and in- 
surance services from the lowest cost sovrce. . 

I would not be surprised at all, if this happened, to see GMAC get 
80 percent or more of the whole finance company business. They offer 
lower rates. 

Mr. Drxon. If they are spun off? 

Mr. Ynvema. Yes. If I were running a finance company and if I 
thought this was going to happen, this legislation is the last thing I 
would want to see adopted. 

Incidentally, although this is hearsay, this is not a court of law, and 
I think you might be interested in information that comes back to us, 
Our assistant treasurer talked recently with a number of bankers and 
with a number of people in the finance company business. There was 
a good deal more fear of what would happen if GMAC were spun off 
than of anything we at Ford are going to do. 

Senator Krrauver. Dr. Yntema, on your point there that GMAC, 
if spun off, might get more business—if they did, it would help the 
dealers and the consumers. 

Mr, Yntema. It would. 

Senator Keravuver. But the testimony of the smaller finance compa- 
nies that have appeared here is that they do not agree with you about 
that. They say they are perfectly able to compete. They think they 
would get more business if GMAC did not have the inside track, and 
they show it by statistics. They show they have a large number of 
Ford and Chrysler dealers, but they cannot get any GMAC dealers. 

Mr, Ynvrema. Senator, if I may say so, they just show what has 
happened in the past by statistics, and I think that their statistics in 
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the future would show that they would lose as much of the Ford, 
Chrysler, American Motors, and Studebaker-Packard business as they 
have lost GM business. 

Of course, these small companies cannot get the GM business in big 
volume. They charge too much. What dealer in his right mind 
would pay $2.50 more per car to have his cars floor-planned by the 
XYZ Finance Co. than by GMAC? 

I cannot conceive of it unless there is some personal relationship or 
some other factor. Why would I, as a dealer, want to pay $60 to $150 
more for the retail financing obtained from an independent company 
than from GMAC?! ‘There is one possible reason. There might be 
an extra frill in which I would get a bigger margin of profit, but that 
is all. ; 

But this is based upon a very important premise. Notice what I 
say in the introduction. I say, “If GMAC continues its present low- 
rate policy, and if other finance companies generally continue their 
high-rate policies.” On this assumption, I have no doubt in my mind 
but that GMAC will just sweep the field. 

Mr. Dixon. If GMAC is spun off, if it becomes independent, if there 
is no relationship with General Motors, it must stand firmly before the 
lending institutions upon its own assets and ability to do business. 
Are you assuming that once that would happen, it would be in a much 
better position than any of these other people would be ? 

Mr. YnremMa. Let me put it this way 

Senator Keravver. In other words, Dr. Yntema, they would not 
have the credit of the parent company behind them. 

Mr. Ynrema. Mr. Dixon, I tried to point out the major premise is 
in large part a myth. The fact is that the cost of money to GMAC is 
very slightly lower than to other major finance companies. ‘There is 
not much difference in the cost. 

It happens that their financial structure is set up in such a way that 
their net worth is a lower percentage of their total funds. That 
partly is a matter of election. It is partly a matter of history. It is 
partly a matter of plowback profits in relationship to growth. 

I would say that GMAC has a very fine record of earnings, and that 
the type of business they are in is such that the risks are very low. 
These receivables are going to be paid; this is a very low-risk business 
and I would think that they would be able to continue to get very 
effective financing. 

Now if they had to expand very rapidly, at a time of high interest 
rates, the incremental money might cost them something extra. I 
would say that if they continue to operate as they have operated—this 
is a very important assumption because I do not think it is going to 
happen—if they continue their low rate policies, and if the other 
finance companies continue their high rate policies, I think that 
GMAC would get more and more of the finance business and the other 
finance companies would suffer very badly. 

I do not see how this differential in rate can help but lead to that 
conclusion. Low prices get volume. 

Senator Harr. May I ask for clarification, on your assumption 
which you say you do not assume in fact 

Mr. Ynrema. Yes, sir. 

Senator Harr. Is it that GMAC will not continue its rate practice 
or that the independents will reduce theirs ? 
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Mr. Ynrema. You might get some of both. The next alternatiye 
discusses this, Mr. Chairman, and maybe it would help to go on to this 
to try to indicate what I think may happen. This is the future ang 
we are making predictions, of course. 

Mr. Dixon. While you are on this point, there is one other assump. 
tion you must take into consideration. The dealer now has a district 
sales manager trying to sell him automobiles and he has, through 

IMAC, a credit manager trying to sell him credit. We have had tes. 

timony here from the smaller finance people who said they know of 
actual instances where they have been told that the reason dealers 
were not using their financing as against GMAC was because the 
dealers might want a better dealership. If that would disappear 
don’t you think it would have some effect upon GMAC’s future ability 
to compete? 

Mr. Yntema. Mr. Dixon, I haven’t gone out and talked with a lot 
of GM dealers. I haven’t talked with any of the GM dealers person- 
ally about this, so I can’t give you a very good answer. If you want 
my judgment with respect to all the economic facts I happen to know 
I do not think that is very important, but I may be wrong. ; 

Mr. Drxon. You do not think that it is important as to—— 

Mr. Ynrema. In the aggregate, I do not think it looms very large, 
I am much more impressed by the price; $2.50 a car in my pocket 
means a lot of money, and $65 to $150 in a retail deal is a lot of money, 
and money talks. I do not know whether this other type of thing 
exists, but I can explain everything I see in terms of price. As an 
economist, this just makes sense to me. 

Mr. Drxon. Much of the price may flow from the fact that GMAC 
today has such easy access to this business. It might get a little bit 
more expensive if they have to be freed and are forced to compete. 

Mr. Yntema. I can’t answer that. I am skeptical, Mr. Dixon, as 
to whether that is a major factor. 

Senator Carrotu. I have already asked a question about the tie-in. 
Have you reached that in your speech, or should I wait? 

Mr. Yntema. May I finish this next section, and then I will try to 
deal with it, Senator Carroll. 

(6) If GMAC raises its rates to the levels charged generally by 
other finance companies, competitive pressures will be reduced. 
Finance rates and insurance rates will be higher and unnecessary 
extras will be pushed. Consumers, auto dealers, auto manufacturers 
and their employees and suppliers will be hurt. 

Perhaps both of these developments will occur: First, the growth 
of GMAC at the expense of other finance companies and then a rise 
in finance and insurance rates. Neither of these developments is 
pleasant tocontemplate. In any event—this is the key sentence here— 
after the separation of GMAC from GM, the drive in GMAC to offer 
a streamlined finance and insurance service at low rates will probably 
decline and disappear. 

The reason I say that is this: Ever since the first lender, there has 
been a difficulty in this relationship between the lender and the con- 
sumer. What we have found out is that there is a great temptation 
for the lender to take advantage of the ignorance of the consumer, 
and the consumer is abysmally ignorant in this area, and that is why 
we have State regulations of the small loan companies. You prob- 
ably know something about the history of that. 
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We tried to simplify interest charges and make them intelligible. 
That is why we have regulations in many States with respect to the 
charges that can be made. 

I think GMAC could make more money than it is now making by 
charging a higher rate, and I think that in the long run there w ould 
be a great temptation todo that. That is the way the other independ- 
ent finance companies, by and large, operate. 

I think at present GMAC is “influenced by the desire of General 
Motors to have this service performed in a streamlined fashion with- 
out all the frills. That is a very important factor and I think that 
it would be a difference. I am afraid you would find GMAC begin- 
ning to be like other finance companies. 

At present, in my judgment, GMAC’s type of service, that is, the 
streamlined, nonfrill service, is possibly influenced by General Motors, 
because that is one clear difference between them and the other com- 
panies. I can’t account for it in any other way. I would be afraid 
that if they were split off from General Motors, they would then begin 
to behave like other finance companies, that they would try to make 
just as much money as they could from package i insurance, and what 
not. 

The reason I say this is that we sat down around the table with 
C.L.T., and had a long discussion of this sort of thing a couple of years 
ago. We said, “Now, look, can’t you give our “dealers the same 


streamlined service, can’t you meet the rates?” 


The question of the package insurance, with all these extras and 
the fluff in them, came up. Those are very long-profit items to the 
insurance companies. There is a great incentive to sell these high- 
cost extras, and if you were in the finance business, you would push 
them, too, just as I would. 

All I am saying is that human beings are human, and if you split 
off GMAC, some of the pressures from General Motors which are 
good pressures, which are good for the country, which are good for 
the consumer, good for the dealer, are going to disappear. 

Mr. Dixon. And good for General Motors. 

Mr. Ynrema. All right. But in this particular case what is good 
for the country incidentally happens to be good for General Motors. 

Mr. Drxon. If GMAC were spun off, w ouldn’t your Ford dealers 
be able to sell more automobiles then ? 

Mr. Yntema. I think maybe 10 years from now after GMAC had 
begun to behave more and more like a typical finance company, that 
our competitive disadvantage with General Motors would more or 
less vanish. But the consumer would be worse off. There would be 
less employment in Detroit. I think we should look at both of these 
things. 

Certainly, our immediate drive and urge to enter the finance busi- 
ness is to become fully competitive, and we could have come down 
here and said that the easiest way out was to support this bill and 
have GMAC divorced from General Motors. That, I think, would 
give us delayed benefits. But I don’t think that is good for the 
country or the consumer. Quite frankly, that is why we are down 
here to say our piece. 

Senator Carrot. Why do you think that there would be more 
unemployment in Detroit ? 
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Mr. Ynrema. The effective price of automobiles to the consumer 
would be higher and people would buy fewer of them. It wouldn 
be much; it is a matter of $65, $75 a car, or maybe $100 a car, and 
that isn’t going to make an enormous difference, but it is going to 
make some difference. 

We want to see this business of ours run just as efficiently ag 
possible; we want to see our suppliers provide services just as eff. 
ciently; we want our dealers’ service just as efficient as possible, and 
our objective is low-cost service to the consumer. That is why we 
are down here to talk about this. 

Senator Carroti. This subcommittee conducted a very lengthy jp. 
vestigation, under the able leadership of the Senator from Tennessee, 
on this very question. 

Mr. YNTENA. Yes, sir. 

Senator Carrott. The subcommittee report suggested that the 
lower the price of automobiles, the more automobiles we will sell. 

Mr. Ynrema. That is right. We were here. 

Senator Carroiy. I want the record to show that at that time we 
were looking into the cost of production, and we talked about the 
enormous amount of money spent in advertising. I referred specif- 
cally to radio and television. When J went back to Colorado, J 
found that all the small papers said, “You are taking the ads, our 
bread and butter, away from us.” 

Now, I wonder how much fluff there is in this insurance. What do 
you mean by “fluff” ? 

’ Mr. Ynrema. I mean that the charge bears a very high ratio to the 
cost. 

Senator Carroti. You mean additional services? 

Mr. Yntema. No, I mean that the cost, the losses that are actually 
paid out, are a relatively small fraction of the price the consumer has 
to pay. 

With respect to the effect of price upon volume, I do not change my 
previous opinion. $100 a car isn’t going to make a tremendous differ- 
ence in employment, but it makes a difference, and furthermore, con- 
sumers ought to have access to the lowest possible cost they can get. 
That is all I am trying to say. 

Now, with respect to this other point of the relative benefit of the 
companies if GMAC were divorced, I would like to go on to my fifth 
item, because this may not meet the eye, but I think it is likely to 
occur. 

(5) General Motors will continue for years to benefit from GMAC. 

General Motors may elect to fight this legislation in the courts. If 
it wins and the legislation is finally declared unconstitutional, General 
Motors will have gained additional years of competitive advanta 
by having a finance subsidiary while other automobile companies did 
not have one. 

Even if GMAC is separated from GM, General Motors will continue 
for many years to benefit from GMAC. The management personnel 
of GMAG, its policies and traditions, and particularly its close rela- 
tions with GM dealers will continue after the formal dissolution—and 
I would expect them to continue serving more General Motors dealers 
than Ford dealers. 

In actual fact, it will be impossible to divorce GMAC—and I mean 
divorce it completely—from GM except over a long period of time. 
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On balance, it is hard to see how good can come from this legislation. 
Unwittingly, it may benefit GMAC. If ultimately the legislation 
should be found unconstitutional, GM would have had a windfall. In 
the long run, however, if this legislation prevails, competitive pres- 
sures in auto financing will, in my opinion, be lessened and rates will 
be increased. Dealers will be handicapped by higher costs and auto- 
mobile manufacturers will find a smaller market for their product. 
Consumers will foot most of the bill in a higher cost of living. 

Senator Keravver. Dr. Yntema, you have finished that paragraph. 
I know you are a distinguished economist, but I really can’t buy this 
idea, just on the facts of economic life, that more competition is going 
to increase prices. ; 

Mr. Yntema. That is not what I'am saying, sir. 

Senator Keravver. Necessarily, if GMAC is spun off, there would 
be more competition ; the profit rate now is 17 to 20 percent. é 

On the basis of all the economics I have ever known, if you have in- 
creased competition among the finance companies, if all the finance 
companies have access to the market and everybody has a fair break 
with the dealers, if nobody has the inside track, then somebody is going 
to come up with lower rates of interest and have competition, and the 
consumer will benefit. 

Mr. Yntrema. Mr. Chairman, Universal Credit Corp. was split off 
from Ford. It didn’t happen in that case. Now, I don’t know what 
is going to happen to GMAC. Maybe the traditions in GMAC are 
strong enough. Maybe they will behave in the future the way they 
have in the past. I don’t have any confidence in the long run that that 
will happen, Senator. 

Now this is the future, and these are guesses as to what will hap- 
nen. I do know, however, that there is a good reason to believe, 
based upon past experience, that if GMAC continues as a subsidiary 
to GM, they will continue to do the kind of thing they have done. 
If we have a subsidiary, as I will indicate in the next section, we 
would like to do the same kind of thing. We would like to make 
this service available at as low a cost as possible to our dealers, and 
ultimately to the consumers. 

I agree with you, the more competition you have the better in this 
sort of situation. I think this has been an area of unsatisfactory 
competition. 

Senator Keravuver. I think it may be unsatisfactory because of the 
fact that when C.I.T.—that was the Ford finance company, wasn’t 
it? 

Mr. Ynrema. That is right. 

Senator Kerauver. What was Chrysler’s? 

Mr. Ynrema. It was associated with Commercial Credit. 

Senator Knravver. When they were spun off, GMAC was not spun 
off, when the litigation was taking place. I think if all three of 
them had been spun off, we would have more competition and lower 
rates all the way around, and everybody would have an even break. 

Mr. Ynrema. Senator, I don’t find anything in the evidence to 
support that view. Here these companies were spun off. Who is 
keeping them from offering lower rates? They can offer GMAC 
rates if they want to offer them, but they don’t. When we ask them 
about it they say pointedly that they won't. 
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Senator Krerauver. The trouble is they don’t have a real chance to 
sell to 50 percent of the dealers in the United States. 

Mr. Ynrema. But they have never tried it. They can sell to ours 
if they want to. 

Senator Krrauver. They can sell to yours, but I am talking aboy 
General Motors dealers. 

Mr. Ynrema. They are more than a billion dollar corporation, 
They are not small fry. They are big enough to have the economies 
of scale. The plain fact is that they have elected to charge compara. 
tively high rates and they have elected to put in high-cost, high- 
profit frills. 

This is not an attack upon C.I.T.; I would behave the same way, 
I think, if I were an independent finance company. This is no 
criticism of them at all. They are trying to make a Te and they 
can make a bigger profit by putting in the frills and charging higher 
prices than by charging lower prices. 

What you need, therefore, is competition, and I am afraid that if 
GMAC is spun off, eventually, maybe not the first few years but 
eventually, they will lose the kind of drive they have now. 

I think GMAC is a good example of what can be done when you 
really try to provide a streamlined low-cost service. 

The other backstop here is the banks. If it weren’t for GMAC and 
the banks, I think we would be in a mess as far as the financing of 
automobiles at wholesale and retail is concerned. This has to E a 
matter of opinion. 

Mr. Drxon. It was not the banks that instituted 36 months finane- 
ing in 1955, was it, Mr. Yntema ? 

Mr. Ynrema. You say it was not? 

Mr. Drxon. It was not; it was GMAC that did that. 

Mr. Yntema. As far as I know, they had no greater role than 
others. I think you ought to trace this month by month, because | 
don’t think you can lay this particularly at the door of GMAC. As 
far as I know, this is something that happened rather generally, 
but I haven’t checked this in detail. I think, in fact, some of the 
other finance companies may have led GMAC in this. 

Senator Harr. There is one additional staff question. 

Mr. YntTema. Yes, sir. 

Mr. Fiurry. Mr. Yntema, on page 5 of your statement you show 
that the banks are now doing 42 percent of the new and used car retail 
financing, and your statement in the first line of page 6 says: 

In general, but not universally, banks offer the most favorable financing rates 
to dealers and car buyers. 

In view of the large percentage of business now being done by the 
banks, and the fact that generally they are lower in their rates, how 
do you think that the mdependent finance companies—including 
GMAC after it is spun off—could afford to raise their rates ? 

Mr. Ynrema. The reason for it lies basically in the ignorance of 
consumers. That is why you have small loan laws, that is why you 
have regulations in this area. The consumer is substantially ig- 
norant, and this is literally a jungle of differing practices and charges. 
It is almost oh raga to find out what the situation is. The finance 
company may have an option of going one of two ways: (1) Offer 
a low cost service, or (2) go to the dealer and say, “Look, here isa 
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service that has a lot of extras in it, but you are going to make a big 
rakeoff on this.” And it is the latter way that the independent com- 
yanies, by and large, have elected to go. 

We don’t think that this is good for the automobile business; we 
don’t think that it is good for consumers, and we feel that we ought 
to have an opportunity to do business on a streamlined low-cost basis. 

I think basically the trouble lies in the imperfection of the market, 
and the inevitable ignorance of the consumer in this extremely com- 
plicated situation. It has taken us years to try to find out just what 
woes on, and you will find that almost every deal is different from 
every other deal. There are thousands and tens of thousands of 
variations, and the poor consumer is just lost. 

I think the history has been that we have had to protect the con- 
sumer from the money lenders. I don’t want to call people bad 
names, but I think this is a situation where competition doesn’t work 
out. : ; . 7 ; 

If I may speak to this other point, the question was raised with 
other witnesses as to whether you couldn’t regulate this situation. I 
think that it is impossible to regulate this situation. I think that it 
isso complex that any regulation that you set would be evaded. If 
you set ceilings, they are likely to become floors. There are ceilings 
in many States with respect to charges that can be made. Those ceil- 
ings are likely to become floors. 

The only effective protection that I know the consumer can have 
is from competition. Now, there may be honest differences of opinion 
as to just how that competition should be provided, but I don’t think 
regulation is going to do the trick. 

I think this is an area where the consumer is so weak and so ig- 
norant that he needs protection, and that protection has to come from 
competition. We would like to offer a part of it, and that is what 
my next section is about, Mr. Chairman. 











































WHAT WILL HAPPEN IF THE PROPOSED LEGISLATION IS NOT PASSED? 


If this legislation is not enacted, Ford Motor Co. will enter the 
business of financing and insuring the sales of automobiles to dealers 
and to customers. Other automobile companies may do the same. 

The result will be more competition in the automobile finance busi- 
ness. This is universally recognized. It was stated publicly by the 
head of one of the big independent finance companies. 

If Ford or any other automoblie company enters the automobile 
finance business, it will experience a long, difficult, and costly launch- 
ing period. Assuming the operations of such a company attain a high 
level of efficiency, the company will be able to provide financing and 
insurance services to dealers and consumers at lower costs than those 
at which these services are now available from finance companies. 
Our finance subsidiary would also provide financing and insurance 
without the high-cost, high-profit extras now commonly pushed by 
finance companies. 

Our entry into the automobile finance business would be especially 
beneficial to automobile dealers and consumers in the geographic areas 
where rates are usually high because of lack of effective bank com- 
petition. Our finance subsidiary would be particularly helpful to the 
small automobile dealer who is least able to establish strong bank 
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connections or achieve a good bargaining position with a finance com. 
pany. Our finance subsidiary would also be a credit backstop fo, 
our dealers when credit got tight. 

Competing finance companies need not fear unfair competition from 
our finance subsidiary. ‘The existing consent decree prohibits unfajp 
competition, and we intend to abide by the letter and the spirit of that 
decree. Our selling points would be low rates based on a highly ef. 
ficient operation, excellent service and a dependable source of funds 
when the going got rough. 

As a result of increased competition in the finance business from 
the subsidiaries of automoblie companies and also as a result of jn. 
creasing competition from banks, the high level of profits in auto. 
mobile financing and insurancec might come down somewhat. But 
the level of profits in the automobile finance business would still be.ade- 
quate. We have no intention of operating at a loss in the long ru 
or of driving profits down to distress levels. 


FAIR COMPETITION 


There seems to me only one possible ground on which the proposed 
legislation could be reasonably advocated. That ground would exist 
only if present and expected competition from automobile companies 
in the business of sales financing were unfair. 

The facts in regard to fair competition are these: GM, Ford, and 

Chrysler are all bound by consent decrees carefully prohibiting unfair 
competition in the automobile finance business. As I have indicated, 
we intend to abide by the letter and the spirit of the decree. After 
World War II, in the civil suit against GM and GMAC, the Govern- 
ment did not even ask for divestiture because it could not find evi- 
dence to support such a request. 
Automobile dealers will not tolerate unfair pressures from the 
factory in the selection of their finance sources. Dealers place their 
finance business where they want to, and they will continue to do so, 
Less than half of the financing of retail sales of GM dealers goes to 
GMAC. If, after 10 years of operation, we are able to obtain one- 
third of the retail financing of our dealers by offering low rates and 
good service, we shall be doing well indeed. 

We have no desire to exclude other finance agencies from our dealer- 

ships. All we want is for our dealers and car buyers to have the ad- 
vantages of low-cost money and insurance. 
If I may interpolate here, unless we are prohibited from entering 
the auto-finance business, we plan to start on a smal! scale and concen- 
trate in areas where our dealers do not have good low-rate service 
available from banks or finance companies. If, in any area, banks 
or finance companies do meet GMAC terms and do provide adequate 
service, we shall have little or nothing to gain by setting up a com- 
peting service. 

Senator Carrori. Dr. Yntema, are you saying now or have you 
said—is this the import of your testimony—that there is no tie-in 
agreement between General Motors and its dealers, any forcing, any 
pressure, upon its dealership to take its own financing system ? 

Mr. Ynrema. Senator Carroll, this is what I said: everything that 
I have seen happen I could explain in terms of price. I don’t know, 
as a matter of fact, whether there is or is not the kind of relation- 
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ship to which you allude. I have no direct knowledge of that 
wear I am saying is that what has happened here in terms of 
GMAC getting the bulk of the dealers’ business is easily understand- 
able in terms of the better deal that is offered tothem. _ 

If I were a General Motors dealer I would certainly take their 
wholesale financing, if I could resist pushing very high-cost frills 
on the customer, I would take their retail financing, too, unless I 
could get a better deal from the bank. _ ; 

Senator Carrotu. I think you previously said that a dealer must 
have proper financing- 
Mr. YntemA. That is correct. 
Senator Carrot. To have a dealership. Isn’t it easier for him 
to get it from the people who issue the franchise, for example, Gen- 

otors ? 
—s Ynrema. I think he can get it almost anywhere if he is a 
reputable dealer. C.L-T. or Commercial Credit or the other com- 
anies would be tickled to death to get their business. As a matter 
of fact, they have a lot of times persuaded dealers to do business 
ith them. 
“Seaator Carrotu. Let me ask you about C.1.T. and the banks. 
Are they competitive with GMAC? ' 

Mr, Yntema. This varies all over the lot, Senator, but in general 
C.LT. is not competitive ratewise with GMAC. The difference is 
quite large, as I have described. The bank charges are all over the 
lot depending upon the particular area you happen to be talking 
about, but if I could characterize them generally, I would say that 
the bank rates tend to be, if anything, below GMAC rates, but the 
bank doesn’t always go as far in providing good service; it may 
be more selective in the risks it takes; and, of course, there is al- 
ways the worry if you are a dealer: “Suppose credit gets tight, will 
the bank take care of me?” 

They know GMAC will stand back of them. But the banks pro- 
vide very effective competition in this area, and the banks are get- 
ting an increasing share of the business, because of their low rates. 

Senator Carro.u. These figures that you have given us about the 
$100 or $150 difference which the consumer has to carry even- 
tually—— 

Mi. Ynrema. That is correct. 

Senator Carroiu. Does that apply to all the bank financing and the 
C.LT. financing ? 

Mr, Ynrema. No, sir. 

Senator Carrot, Or is this just general ? 

Mr, Ynrema. It does not apply in general to the bank financing. 
The bank rates may be lower than those of GMAC. Generally, we 
think they are lower. 

The $65, which may go in some cases as high as $100 or $150, is 
the difference between the rates that are typically charged by inde- 
pendent finance companies and the rates that are charged by GMAC. 

We have illustrations of situations where other finance companies 
charge the same rates as GMAC. I am talking about the typically 
prevailing situation. 

Senator Carrot. What about C.1.T.? 
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Mr. Yntema. The C.L.T. rates are generally as high above GMAC 
mans as I have indicated, and C.I.T. has flatly refused to com, 

own. 

Mr. Lundell of CIT said, “GMAC purchases paper from its dealers 
at a rate better than other finance companies can afford.” Whether op 
not they can afford it, the main fact is that they don’t give as good 
terms as GMAC. 

Senator Carrotu. This thought goes through my mind: We have 
had numerous hearings, we have had three or four large manufactyp. 
ers before us, controlling 95 percent of the industry. I am referrip 
now to production. They have dealerships spread all over the land. 
We will confine ourselves to General Motors. It has been in operation 
for many years, with its system of financing and its dealerships, Jt 
does not finance other dealerships, does it ? 

Mr. Ynrema. That is correct, except where there are duals; jt 
finances the other cars in such cases. 

Senator Carrotu. Yes. And as a result of the tremendous organi. 
zation that is spread throughout the land, it is much easier for them to 
get the business of a dealer because the financing is quickly available 
through all dealerships, I assume. 

Mr. Ynrema. Senator, I think if you did business with CIT, it 
would be just as quickly available as from GMAC. If I were a dealer 
doing business with CIT, I would expect Just as good service from 
them, but I would have to pay more for it. I am not saying that the 
independent finance companies don’t give service; they do. 

Senator Carrott. Why would a dealer who is in the business— 

Mr. Yntema. CIT has more offices than GMAC. On the average, 
they are located closer to the dealers than GMAC. 

Senator Carrott. Why would a dealer who is interested in profit be 
willing to pay more for CIT financing or deal with CIT, at a greater 
cost than he would with GMAC, except for local conditions? 


—_—~ 


Mr. Ynrema. Senator, there aren’t many of them who do. The | 


bulk of General Motors dealers’ business naturally goes to GMAC 
because of its lower cost. Now, there is some that does not. If it does 
not, it may be for various reasons; there may be personal friendships; 
the dealers may think they get better service; there are more CIT 
offices than GM AC offices—GMAC tends to run bigger low-cost offices; 
or the dealers may think, “I would like to sell this package with a fluf 
in it, charge the consumer more and keep more for myself.” 

Those are the kinds of factors that may explain the situation, in my 
judgment. 

Senator Carrott. Have you thought of the consequences of the 
Ford Motor Co. and Chrysler going into this field of financing after 
all these years, and its impact upon a number of small busines 
people—what it will do to them—or are you looking solely from the 
consumer interest ? 

Mr. Yntema. From both. You have asked me a question and I 
have to give you an answer to it; some of these things I would rather 
not say, Senator, but the history of consumer financing is one of very 
high cost and high profits unless there is regulation or unless there 1s 
some other pressure. 

In the small-loan field, for example, the Russell Sage sponsored 4 
uniform small loan law and some of the big companies saw that their 
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opportunities in the long run lay not in being loan sharks but in 
roviding a service under good regulation. chee eA 

The same kind of pressures exist here. I think it is extremely 
important that we try to develop situations that will lead to a clean, 
efficient service at the least possible cost. 

I don’t think you can count on that developing naturally, and I 
think you need to bring into this situation whatever pressures you can 
in that direction. This is an area in which price competition doesn’t 
really work as well as it might. 

Senator Carrot. The Russell Sage Foundation for years has been 
trying to find the formula to hold down these costs. , 

Mr. Yntema. That is right, but the consumer small loan business 
is a lot simpler than the auto financing business. 

Senator CarroLu. Yes, of course. 

Mr. Yntema. That is a much simpler thing, and what they have 
done is to prescribe a stated maximum rate on the unpaid balance. 

Senator Carroty. We had some testimony here the other day of a 
gentleman who came in, as I recall, from North Carolina. He op- 
erated in five southeastern States. I think his net after taxes was 
about 10.5 percent, so he said. 

Mr. Yntema. In 1958, or in earlier years, too? 

Senator Carroiu. I am not sure. I don’t want to be held to that. 

Mr. Yntema. Is that American Discount ? 

Senator Carrouu. I think that was the name. His name was Mr. 
Latimer, as I recall. 

Mr. Ynrema. I would like to read American Discounts’ profits. 
Their profits on common net worth in 1953 were 19 percent; in 1954, 
were 18.6 percent; in 1955, were 18 percent; in 1956, were 14.3 per- 
cent; in 1957, were 13.3 percent; and in 1958, were 11.9 percent. 

Now, I can hardly weep salt tears for them. 

Senator Carrotu. In his case he said that if Ford and Chrysler, 
as I remember his testimony, were permitted to enter this field as 
GMAC has done, that it would seriously reduce his business, would 
drive him out of business, in substance. 

Do you care to make any observations about that ? 

Mr. Yntema. I think his profits might come down, but this is a 
relatively low-risk business, Satetiie: and I think we need pressures 
in it to provide service at low rates to consumers. I don’t think you 
have to make 20 percent after taxes or 40 percent before taxes in this 
business to attract capital. This is not a risky business like the au- 
tomobile business. There is no comparison between the two. 

Mr. Lackey. Senator Carroll, that witness also, as I recall the tes- 
timony, expressed a question as to why only about 7 percent of his 
wholesale business was with GM dealers. I wonder if he examined 
his rate structure against the GMAC wholesale floor plan rate. I 
es that the rate differential would probably clear up his question 
on that. 

Senator Carrott. As I understand your present point, if Ford and 
Chrysler are put on a competitive basis with GMAC on financing, 
they can reduce the cost of the automobile to the consumer. 

Mr. Yntema. That is right. 

Senator Carrotn. And by the reduction of those costs it ought to 
stimulate production, which in turn creates more employment. 
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Then we are confronted with this other idea: How many automo. 
bile finance companies will go to the wall if you people come into the 
business, as you propose to do? 

Mr. Yntema. May I say this: If they don’t meet our rates the 
are going to lose some of their business to us. On the other han 
this is not a business where you have money sunk in machines anq 
factories that you can’t get out. This is a business that is easy to 
out of. This is a low-risk business. Most people don’t understand 
this. You can liquidate this kind of business; you can sell your 
receivables; you aren’t going to get hurt. 

In spite of the fact that their major assets are receivables, the 
leading companies in this field have stocks that sell on the stock 
exchange for something like twice their book value. That is the ap. 
praisal of the market with respect to the earnings of these companies, 

Senator Carroti. Doctor, as we go home to our States very o 
at least in my case, I have run into dealers, not your dealers but others 
who say to me they have a considerable investment, for example, in 
a plant. Maybe they have had this franchise for years—— 

Mr. Yntrema. That is correct. 

Senator Carrotu. And by lending money to a competitor, creati 
a new dealership, they drive a man out of business, drive him to the 
wall. This is the story they tell me. They are going through 4 
critical period. 

Now, here again, by the great financial strength and the spread 
of this organization throughout the country, both Ford and Chrysler, 
by virtue of that organization and their dealerships—I think you 
have indicated it would take a long period of time, perhaps 10 years 
of operation, but in that period of time you would be drawing away 
business of some of these small companies, and it may be justified, 
This is one of the real problems when you think in terms of the auto- 
motive industry being controlled by three or four majors, with a 
massive organization throughout the country, and now it begins to 
penetrate another field, and I agree with you completely, a field in 
which there is great confusion. It is a jungle in many areas, 4 
money lenders’ jungle. 

Mr. Ynrema. As a matter of fact, the banks coming into this pic- 
ture, of course, have taken a very large part of the business. This 
is the reason it has happened: the finance companies just won’t meet 
the bank rates. 

It seems to me that in this world you ought to have free and open 
competition, and the purpose of competition is to drive out the rela- 
tively inefficient people, and to encourage those who are most efficient. 
That is just what competition is, and if in this area a company will 
not provide service on an eflicient basis at a low cost, I don’t think 
it belongs in the business. 

We are not interested in driving them out. That is not what we 
want to do. We have been studying this for years, we have been 
talking it over, and we have come to this decision most reluctantly. 

We talked with CIT. We tried to get it to meet the kind of 
competition which GMAC offers, which we think is price competition, 
and they simply won’t do it. 

Senator Kerauver. May I ask Dr. Yntema a queetion and make 
a little statement about my philosophy about this 
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First, Dr. Yntema, what did Ford Motor Co. make last year in 
ofit ? 
4 Ynrema. It was 4.5 percent of net worth. 

Senator Kerauver. How many million dollars? 

Mr. Ynrema. $95.7 million. 

Senator Krrauver. General Motors Acceptance Corp., a subsidiary 
of General Motors, made about half as much as Ford Motor Co. made; 
isn’t that true? 

Mr. Yntema. I don’t know. I don’t have the figures. 

Senator Kerauver. Anyway, it is roughly about half. The financ- 
ing company made about half as much as the whole Ford Motor Co. 

Mr. Drxon. In 1957 they made $46,037,000. 

Senator Kerauver. My philosophy about this, sir, has inspired me 
to file a bill on this subject. ‘There is some difference betwen Senator 
O’Mahoney’s bill and mine. My bill does. not affect the wholesale 

rogram. If there is a real problem foreign marketwise, I would 
ave no objection to accepting that too. 

But we have in the country today General Motors doing 50 percent 
of the automobile business, with all the diesel engine business, with 
road machinery business, frigidaire business, and all kinds of busi- 
nesses. At least George Romney has said and others have said that 
most of the companies, perhaps with the exception of Ford and 
Chrysler, live and continue to operate by virtue of the fact that Gen- 
eral Motors hasn't decided to put on the pressure to put them out of 
business. 

We know that there is a vast and tremendous organization in the 
automobile industry which is approaching the place where the Su- 
preme Court, in the Aluminum Co. case, said it may be monopoliza- 
tion illegal per se. 

We know also that the Court has decided, and the Department of 
Justice took the position, that where Bethlehem Steel, with 17 or 18 
percent of the capacity of the steel industry wanted to join with 
Youngstown’s 2 percent of the industry—making it 20 or 21 percent— 
that that would violate section 7 of the Clayton Act on the basis that 
it would substantially reduce competition or tend to create a 
monopoly. 

It is a bit difficult to see how, applying the test in the Court deci- 
sion in the Bethlehem Steel case, you don’t have that situation or 
worse in the automobile industry, with the vast power of General 
Motors. 

We know also that the Department of Justice has begun a Grand 
Jury investigation of General Motors, possibly with the idea of 
bringing a divestiture suit to afford better competition through Ford, 
Chrysler and others who might want to enter the field. 

It seems to me that the finance business is very fortunate in having 
banks that charge low rates of interest, where at least some financing 
companies are offering comparable rates—and I have no brief for the 
banks or the finance companies or any of them. 

I want to see them survive if they do have low rates, but T am not 
in favor of anybody charging exhorbitant interest rates, chiseling, 
loan sharking or anything of that sort. 

When you have General Motors Acceptance Corp., Ford and others 
doing all of the business, with management in New York, the money 
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is coming from the places where the automobiles are sold—it is goj 
to large cities mostly, though, of course, some of the stockholders q 
live out in the country—it seems to me that with the Department of 
Justice and with the test of the Bethlehem Steel case, that this is 
field where local people—local banks, low rate companies—migh " 

; ght well 
do a very good job. 

It seems to me that General Motors, if it was spun off, might brin 
more competition and lower rates. Of course they would then offer 
the same services to everybody. 

You with your great financial resources might be able to get into the 
finance business and put up all the money and suffer the losses that 
would be involved. Chrysler might be able to, also. 

We have two other companies that are trying to survive. If eye 
company has to have its finance company, it is going to make much 
more difficult new entries into the business. 

So I just thought here might be a very good place to start, and at 
least my ambition was to try to equalize the opportunity of all of the 
companies, American Motors and others. My ambition was to try to 
make it possible so that somebody who started out like Kaiser-Frazer 
might get back into the business. 

I must say it is a bit discouraging when those whom you are trying 
to help advocate the retention and even the extension of a concentra. 
tion of power that is already very very tremendous; it is so big that 
the Department of Justice is very much concerned about it. But that 
is apparently what we have here today. 

Mr. Ynrema. May I respond to those comments, Senator? 

Senator Keravver. I wish you would. 

Mr. Yntema. In the first place, the power of General Motors, as 
far as we are concerned, doesn’t come from its size. It comes from its 
low costs. 

We are not afraid of General Motors because it is big. Our fear is 
because it can do things cheaper. That is the only real source of 
power anybody has. It is the only really important one. 

Senator Krrauver. You don’t produce tractors or diese] engines or 
all the other operations that General Motors has to fall back on. 

Mr. Ynrema. There may be reasons in those other industries. As 
far as the automobile industry is concerned, those are a bagatelle, 
They don’t matter. General Motors is so predominantly an automo- 
bile company that those other things are negligible, as far as their 
power in the automobile industry is concerned. It may be important 
to those particular industries. It isn’t important in the automobile 
business. Those are sidelines. 

In the discussion that Mr. Gosset will present in just a minute, he 
will take up the question to which you have referred—the question of 
whether or not this is an appropriate remedy for the size of General 
Motors. 

If I can make one final comment, I think it is quite possible that in 
the short run, if you could get a spinoff of GMAC, we might get some 
benefit from it. 

We have a conflict of interest here. The reason I am here today is 
because I honestly believe that in the long run this is not good for the 
country. In the short run I think, Senator, just as you pointed out, 
we might get some benefit from it. In the long run I do not think so, 
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and I will try to summarize that in one page and then I am through, 
sir. May I continue, Mr. Chairman ? 

Mr. Drxon. When you answered the Senator, Dr. Yntema, that 
General Motors’ low prices were due to efficiency, low cost 

Mr. Ynrema. I said the only power General Motors has that 
amounts to anything is the power that comes from low costs. 

Mr. Dixon. Do you take the position in opposition to that taken by 
this subcommittee, based upon evidence that General Motors, during 
a year that its profits amounted to $1 billion, operated several] divi- 
sions ata loss? Do you defend that practice? 

Mr. Yntema. I think that is likely to happen in almost any busi- 
ness; some things don’t work out. That is no surprise; it is not 
uncommon. 

Mr. Dixon. Do you think that is healthy for you to be trying to sell 
Ford automobiles against a division of General Motors, when the par- 
ent company can run that division at a loss and still make money out 
of its conglomerate operations ? 

Mr. YnremMA. We are just proud enough to think maybe we con- 
tributed to the loss. ‘That wouldn’t worry us. The more they have 
like that, the better. 

Senator Kerauver. What Mr. Dixon, of course, is pointing out is 
that General Motors can run that division at a loss and make up 
its profits with tractors and many other products. 

Mr. Ynrema. I just wish they did run Chevrolet at a loss. 

Mr. Drxon. In other words, you would like for them to reduce 
their cars $200 or $100 under your break-even point for a year or 
two? 

Mr. Yntema. No. But my point is this: If our costs were as low 
as theirs, we would not be afraid of them, because relatively, if they 
start operating at a loss, they are going to lose money faster than 
we do. We are not afraid of anybody unless they are efficient and 
have low costs, and General Motors’ power is almost entirely the re- 
sult of an efficient operation. 

Senator Krrauver. Dr. Yntema, I would agree with you except 
even with low costs, General Motors has lost money on some divisions, 
competing with you. 

Mr. Yntema. But who doesn’t ? 

Senator Krerauver. But the difference is that they can make up 
their losses in places where they have a virtual monopoly. One of 
those is GMAC, where they can make up $47 million a year. That is 
half of what you made in an entire year. 

Mr. Ynrema. But that doesn’t worry us. 

Senator Kerauver. I should think you would be worried over their 
ability to reduce the profits of one division even to the extent of oper- 
ating at a loss, in spite of their efficiency and low-cost production, 
because they are in a position to make large profits in their other 
operations. 

Mr. Ynrema. Senator, I would expect in a business where there are 
different divisions, that in some years some of them would operate 
at a loss. If you could find the Elysium where that didn’t happen, 
that would be wonderful. This is normal expectation; I know it 
doesn’t concern us, and I don’t think it should concern anybody else. 

Senator Keravuver. I want to say that I am utterly amazed that 
you are not concerned about it. 
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Mr. Ynrema. What it means is that they have a flop in a particular 
division, that is all. That is just good news to us. That doesn} 
bother me. 

Senator Kerauver. I am amazed that you would think it wags 
fair for General Motors to reduce its price in one division in com. 
petition with you, and be able to make it up in another division where 
they are in a monopolistic position, such as diesel engines and other 
products. 

Mr. Yntema. Senator, may I make two comments, and then I think 
Mr. Gossett will comment. 

In the first place, their other businesses are so small that they 
don’t worry us. It doesn’t add greatly to their power. 

In the second place, the divisions we are afraid of are the ones that 
make profits. Those are the ones that are really successful in makin 
inroads on us. I am not afraid of the loss divisions; I am afraid a 
the profit divisions of General Motors in competition. 

I think Mr. Gossett has a comment he would like to make. 

Mr. Gossetr. On that point, Senator, I think that the question js 
not whether they made a loss. I think you have overlooked one jm. 
portant factor, and that is why they made a loss. 

If they made a loss because they got prices down low in order to 
eliminate some competitor unfairly, then I think we have something 
to be concerned about. If they made a loss because they had a bad 
product or did not get sufficient volume to get the profit, then we 
like that. 

IT don’t think, not in recent, modern times have General Motors 
prices ever been so low, nor have they been fixed, we think for the 
purpose of putting somebody out of business. They have been fixed 
for the purpose of making a profit for General Motors, and as long 
as that is so, when they engage in operations on that basis and come 
out with a loss, that is the thing for us—we are glad to see that. 

Senator Kerauver. If you will look at page 28 of the report of 
this subcommittee on administered prices in the automobile industry, 
you will find a table showing General Motors’ lead in many in- 
dustries. It is one of the four top companies in these industries, 
ranging from 99 percent down to 25 percent of production. 

Mr. Gossett. I don’t understand that comment. 

Senator Keravver. If you will look at this table, you will see all 
of these grant companies with great power, almost a monopoly, and 
in a position to charge almost anything they want to. I don’t think 
it is fair, frankly, and I am surprised that you gentlemen would 
support it. 

Mr. Gosserr. Senator, we don’t say for a moment that we are any- 
thing but respectful of General Motors’ power. The question is 
whether that power is to be curbed under the antitrust laws, or 

whether it is to be curbed by arbitrary legislation such as this, and! 
would expect you to point to the Bethlehem case and to other deter- 
minations under the antitrust laws, but the question there has not 
been whether a company should be able to compete at all, but 
whether its competition has been fair and consistent with the pro- 
visions of the antitrust laws. 

In the Bethlehem case, they held that the merger of those two 
companies would violate the Clayton Act, and I would assume that 
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in this investigation in New York, the question would be whether 
General Motors has undue economic power, and that will be deter- 
mined on the basis of all the facts and not on the basis of short sum- 
mary hearings where you may have some interested people on both 
sides. servile , ' 

I think that if General Motors has violated the antitrust laws, if 
they have undue power, that some action ought to be taken, appro- 

riate action, and I think it will be taken. The question is whether 
we should have legislation such as this which says, “We don’t care 
whether they violate the Sherman Act or not. W e think there are 
some independent companies here, finance companies, who have made 
a certain rate of profit, and we want to protect them and we don’t 
want competition by the manufacturers.” _ 

I think that is a question for the committee, not whether General 
Motors has power, undue economic power. | 

Senator Kerauver. Mr. Gossett, I am still amazed at what you 
and Mr. Yntema have said. Ford Motor Co. makes automobiles 
and competes with five or six other divisions of General Motors. 
You do not. have these other divisions like GM. It is unfair com- 
petition and abuse of power for GM to run one or two of its divi- 
sions at a loss in order to give you rough competition, and then make 
up that loss in some of its other divisions which you don’t have. _ 

Mr. Gosserr. I agree with that statement, Senator. If they do it 
for that purpose, appropriate action ought to be taken against them, 
and I think appropriate action could be taken under the antitrust 
laws, if they do it for that purpose. 

Mr. Yntema. Senator, may I clarify one point which I don’t think 
has been made clear. I am not speaking to the power of General 
Motors in the bus business or the earth moving business or the diesel 
engine business. What I am saying is that all these other sidelines 
together constitute about 10 percent of General Motors total business. 

That 10 percent is not going to make a lot of difference in the com- 
petition in the automobile business. It is a relatively minor factor. 

But the fact that 90 percent of their operations are in the automo- 
bile business may give them a great source of power that could be 
used in these other businesses. It is not important in the automobile 
business, however. ‘The automobile business just outweighs all these 
others 9 to 1. 

Mr. Gosserr. In what years and in what divisions was it shown 
here that General Motors lost money ? 

Mr, Dixon. That information 

Mr. Gosserr. Can you reveal that? 

Senator Kerauver. I can’t give you the details. 

Mr. Gosserr. Then we can’t be accused of disregarding it. 

Mr. Ynrema. I just hope there are a lot more automotive divi- 
sions of GM losing money. 

Senate: Kersover. You hope sore automotive divisions cut prices? 

Mr. Yntema. I ain not afraid of that. That hasn’t been done and 
I don’t think it is likely to be done. 

In the automotive business you are likely to lose money if you have 
a poor model and lose sales. 

Senator Krrauver. If you say that they are a very low cost op- 
erator and that they can reduce prices to where they have a deficit in 
some divisions, I don’t see how you are going to survive. 
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Mr. Ynrema. What I am saying is I am not afraid of that happen. 
ing. Asa matter of fact, their other divisions would suffer if they 
started to do that. 

I do say General Motors is a low cost operator, and they do have 
economic power as a consequence of that. I am just trying to say 
that is the major source of this power. 

I have one more page. Shall I continue? 

Senator Hart. Before you go to that, and it is almost a footnote 
question—in your first comment on the topic of what your plan js if 
this legislation is not adopted, you indicate you will enter the busi- 
ness of financing and insuring the sales of automobiles to dealers and 
customers, and the legislation would not affect this. What about 
your farm equipment division, or am I asking something not yet 
determined ? 

Mr. Ynrtema. I can’t tell you what we would do on that. I just 
don’t know. 

Senator Harr. As I read this, it just occurred to me. 

Mr. Yntema. Well, that is possible. If I may read my conclusion, 
Mr. Chairman ? 

Senator Harr. If there are no further questions at this point. 


CONCLUSION 


Mr. Yntema. Mr. Chairman, it does seem strange to be confronted 
with a barrier in the form of these proposed bills when our only objec- 
tive is to provide low cost, efficient services for consumers and dealers, 
In the last analysis, the economics of this situation boil down to a 
simple question: Is the $65 higher charge per car for interest and in- 
surance by the finance companies to be given legislative sanction? If 
so, these bills should be enacted. If not, we should be left free to enter 
the business and let us try to supply financing and insurance services 
on an efficient, low cost basis. 

We are opposed to this legislation because it is an arbitrary and dis- 
criminatory denial of the right to compete in a market that should be 
open on equal terms to all comers. It is special-interest legislation. It 
is, we believe, anticonsumer legislation. If such legislation is passed, 
it will be precedent for more to follow. Such legislation is bad for 
the economy and bad for the country. 

Mr. Gossett has an additional statement, Mr. Chairman. 

Senator Harr. It is conceivable, Doctor, before you leave, that there 
are other questions. 

Senator Kerauver. I don’t think I have any more questions. 
Senator Harr. Senator Carroll. 

Senator Carrotu. Doctor, if I understand the statement you madea 
little while ago, you talked about the efficiency of General Motors, 
therefore its low cost, and this is what your primary interest is. You 
are going into this field to try to meet this efficiency and low cost? 
Mr. Yntema. Yes. 

Senator Carroty. And notwithstanding the effect it is going to have 
upon numerous people who are in small business. 

Mr. Ynrema. As I told one of the heads of one of the other inde- 
pendent finance companies, if there are areas where this service is pro- 
vided, at competitive rates, we haven’t any interest in going in there. 
The dealers are small businessmen too, and there are a hundred dealers 
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for every finance company. We are concerned about them as well as 
S. 

a don’t have any plan certainly in the near future to go in 

where this competition is met. We think this is good price competi- 

tion and we think it ought to be met. To tell you frankly, I would 

a thousand times rather not get into this business. _ ; 

Senator Carrot. But you feel you have to get into this business? 

Mr. Yntema. That’s right. ! mi: 

Senator CarroLy. Because of price competition. 

Mr. Ynrema. That is correct. ; 

Senator Carroii. You are competing with a competitor. 

Mr. Yntema. That is correct, with an efficient low cost competitor. 

Senator Carrot. Your job is to sell more automobiles if you can. 

Mr. Ynrema. That is correct. We don’t want to provide unfair 
competition, however. That is not the way we plan to do business, 
but we hope to be as efficient, as low in cost, as good in service as 
GMAC. It will take some time to do that, and that is what we hope 
to do. ae , 

Senator Carrott. You also then have a special interest in creating 
this finance system ? 

Mr. Yntema. But a legitimate interest, sir. 

Senator Carroti. Of course, you have a legitimate interest. 

Mr. Yntema. That is right; yes, sir. 

Senator Carrot. My point is this. If you label this as special 
interest legislation and anticonsumer 

Mr. Yntema. I think it is anticonsumer. It is in the special inter- 
est of another group, and we oppose it partly for this special interest 
aspect and partly in the interests of dealers and consumers. I really 
think this legislation would, in the long run, hurt the consumers. 

Senator CarroLu. It seems to me that this subcommittee has a func- 
tion in this type of legislation to determine, in view of the abundant 
evidence in the record of the automotive industry: One, its exten- 
sive organization throughout the country; two, the tremendous con- 
centration of economic power in its hands. Then we move to the 
point of what to do in this situation, in view of your statement about 
Ford and Chrysler moving into this field—what is its effect, its eco- 
nomic impact, upon a number of established businesses, and banks 
that have been operating for many years. 

I think this poses a real question. If I understand your position, 
their interest is in efficiency and low cost, and this is what we exist 
for in a sense. 

Mr. Yntema. I think that is right. I think that this is what com- 
petition is. ‘There is one comment I would like to make. 

These words “economic power” always bother me because they 
sound like a bad phrase, and I think sometimes when you break it 
down into what it actually means, it doesn’t turn out to be nearly as 
bad as it sounds. 

What economic power do we have as a matter of fact? We are cir- 
cumscribed by our competition. It is true we have some money; we 
can make automobiles on a large scale. But really I think it would 
be helpful when the phrase “concentration of economic power” is 
used, if we spelled out what we actually do mean in terms of particu- 
lar economic consequences. 
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Senator Carroiu. It has been testified to on numerous Occasions 
as to what the situation is in the automotive industry, the size the 
scope, the activity of General Motors, of Ford, and of Chrysler,’ 

I think of concentration of economic power in terms of mone 
funds, organization and the service rendered to the Nation, to the 
people, and the objectives of those organizations; we have to balanes 
them off. 

Mr. Yntema. That is correct. 

Senator Carrott., Small business groups may not be able to meg 
that efficiency and low cost production. Is this the sole goal in g 
democracy, or do small businesses have a right to function too? 

Mr. Ynrema. I think you will find that for every small finance 
company, you have a hundred dealers who are probably much smaller 
than the finance company; and for every finance company you haye 
half a million consumers. We are interested in consumers and other 
sections of small business. 

Senator Carrotu. You have given us a very fine presentation, 

Mr. Ynrema. Thank you, sir. 

Senator Harr. Arethere any other questions? 

Mr. Cuumnpnis. I have just one question, Mr. Yntema, that follows 
along the line of questioning by Senator Carroll, brought out by 
bank financing. 

Senator Langer has had some inquiries from people in his State, 
from independent auto finance companies as well as the banks, who 
have been doing quite a bit of business in buying paper. They are 
concerned about how this bill, if it is passed, would affect their ability 
to continue on the same level that they are now maintaining in the 
auto financing business. I think that you in effect have already 
answered that particular question, but I did want to point out that it 
was one of the concerns that Senator Langer had. 

There was one other concern expressed by a constituent, which 
brings me to this question of tight-money policy. This is a letter 
from a Chevrolet dealer, in which he said: 

If these bills are allowed to pass, pray tell me where we can obtain financing 
for carrying on a stock of cars on hand through the slack sale periods so as to 
have them on hand when the selling season rolls around and where we can get 
low-cost financing for our consumer customers? 

Mr. Ynrema. Where is that dealer located, may I ask? 

Mr. Cuumerts. The small town of Ellendale, N. Dak. Then he 
goes on to say: 

The manufacturing finance corporations in the early 1920’s helped pull the 
Nation out of a very threatening depression by making it possible for dealers to 
dispose of their consumer paper when there was practically no way to sell it. 
This writer was in the automobile business at the time, and remembers it well. 

I posed this question to a witness yesterday, I think it was Mr. 
Nelson Miller, who is an auto finance dealer in San Antonio, Tex. 
I asked him would the divestiture of the manufacturers from the 
finance field at some time place an automobile dealer in the position 
of not being able to get sufficient credit or not being able to afford 
low rates of interest to his customers. This is the reply from Mr. 
Miller: 


I don’t think that there is any possibility whatever of the finance companies 
and banks deciding that they want to get out of the automobile finance busi | 
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ness because commercial banks have learned that it is the most profitable type 
of business that they have, aud that is one of the reasons that they are getting 
into it. 

On page 10 and page 16 of your statement you infer that if the 
tight-money policy should come, it may curtail the banks going into 
the auto-financing business. a 

Mr. Ynrema. I was rather referring to particular situations. His- 
tory indicates that, in 1957, the banks didn’t decrease the volume of 
their business, and I am not alleging that that is likely to happen. 

In particular cases, however, 1 could see why a dealer would feel 
less secure than if he had the services of a finance company with 
whom he feels there is some sort of a continuing interest. 

And may I say also that the writer in this case being in a small 
town may very well rot have the effective bank service. It is in the 
small towns throughout the country that the bank service is not 
developed as adequately as in some of the larger cities. Generally 
you get better bank competition in the larger cities. I should think 
you might very well be concerned about the adequacy of financing in 
small towns. ; 

Mr. Cuumpris. Do you think if a tight-money policy came along, 
that the banks would be less active in the auto-financing business? 

Mr. Ynrema. That is a very hard question to answer, Mr. Chum- 
bris. In total, the last time credit was tight, the bank proportion 
didn’t decline. It didn’t expand very rapidly, but it didn’t decline. 
On the other hand, there is always the fear in the particular situ- 
ation that the dealer doesn’t care what happens to the other 10,000. 
He cares what happens to him. 

(Senator Carroll left the hearing room.) 

Mr. Cuumpris. If GMAC should become an independent finance 
company and should fall in the category that you have enumerated 
in your statement; let’s say they do not continue low rates of interest 
and start charging higher rates, or vice versa, that the auto finance 
companies and the banks have to come down to meet the low rate of 
the GMAC, would that in a sense make the availability of auto- 
financing loans less for the consumer and for the dealer? 

Mr. Yntema. No, I don’t think it is so much a question of avail- 
ability. I think probably this dealer, if he wanted to, could get the 
service. I imagine he could get it from CIT. There are more CIT 
offices than GMAC offices over the country, so that he probably could 
get the service. I don’t know the particular locations, but he might 
get it at a higher cost, and that ought to be of concern to him. 

Mr. Cuumpris. There is one other point of page 10 when you state 
that the rates charged generally are considerably above those charged 
by GMAC, about $65, and in some areas as high as $100 to $150. 

Yesterday we were discussing the rates of interest in the wide 
open spaces in New Mexico, Nevada, North Dakota, and so forth. Is 
that what you were referring to in some areas, the $100 to $150 in- 
creases ? 

_Mr. Ynrema. The $100 to $150 you will find primarily, but not en- 
tirely in the four States where GMAC makes available automobile 
insurance at a $25 percent reduction from manual rates: Massa- 
chusetts, New York, Ohio, and Michigan. In addition you can de- 
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scribe the noncompetitive region very broadly as the area from about 
Detroit to Chicago, spreading out to the Southeast and down into the 


effective competition. 

Senator Harr. Are there any questions on behalf of Senator 
Dirksen ? 

Mr. Peck. Yes, sir, Mr. Chairman. Thank you. 

Dr. Yntema, do we understand correctly that your proposed 
financing operation would actually be an integral part of your 
overall merchandising system ? 

Mr. Yntrema. I don’t know what the question means. 

Mr. Peck. Would your financing of automobiles, sir, be considered 
a part of your overall merchandising program ? 

Mr. Yntema. I can’t give you a simple answer to that. Let me put 
it this way: 

The present plan is that this subsidiary would be under my genera] 
direction, and we would want to run it as a good, clean operation, 
We wouldn’t dream of making it part of our merchandising opera- 
tion. My objective would be to provide this service at just as low a 
cost as possible, and to some extent it would be integrated. 

This is the important point: We would not offer the frills and 
extras. To that extent it would be integrated, but as far as the 
organization is concerned, it would not be integrated. 

Mr. Peck. Would you consider your financing of automobiles to be 
a part of the selling operation conducted by the Ford Motor Co.? 

Mr. Yntema. Again, the answer in general is “Yes,” but may I just 
point out it is not an unqualified “Yes.” This is not something that 
= intend to operate at a loss. We intend to make a decent profit on 
this. 

Mr. Peck. Certainly. 

Mr. Ynrema. And this is no more peculiar than our engaging in 
the production of steel or something else associated with the manu- 
facture and sale of automobiles. 

The only reason for getting into it, is because we don’t get these 
services adequately now. 

Mr. Peck. One further question: 

Mr. Yntema, do you know of any reason that the automobile indus- 


not be permitted ? 

(Senator Kefauver left the hearing room.) 

Mr. Peck. Can you think of any reason, sir? 

Mr. Yntema. We don’t know of any. 

Mr. Peck. Senator Dirksen has been making quite a study of this, 


to an article in the Wall Street Journal of February 2, 1959. It 
starts on page 1, an article written by a Ray Vicker, and one of the 
statements here is: 


Literally hundreds of industrial companies now have financing subsidiaries. 


Southwest. These are the areas in which we seem not to have had ag | 


try should be selected by itself as one where producer financing would | 


Dr. Yntema, I would like to attract the attention of the subcommittee | 
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[have here a list of companies. I believe there are 19 or 20 different 
companies producing 10 or a dozen different products. They all have 
their own financing subsidiaries. A 

I am just curious to know why the automobile industry should be 

ted. 
one Ynrema. We don’t think we should. 

Mr. Pecx. Thank you very much. 

Senator Harr. Are there other staff questions? 

Mr. McHugh. 

Mr. McHveu. I have just one question, Senator. 

Mr. Yntema, one of the things the subcommittee has been gravely 
concerned about is the possibility that the integration that exists here 
may be abused. In fact, it has been abused by means of employing 
the financing tool as a device for selling cars, and the financing busi- 
ness not being operated on sound finance principles. 

In 1955 when this subcommittee held hearings dealing with the Gen- 
eral Motors Corp., a number of dealers appeared before the subcom- 
mittee. They testified that in the early part of 1955 when a very in- 
tensive selling campaign was being engaged in by General Motors— 
and they ascribed that to the fact that the year before Ford had out- 
sold Chevrolet—that during that period of time when General Motors 
was concerned about outstripping Ford, they were finding that GMAC 
was permitting General Motors dealers to engage in extravagant 
financing arrangements. 

Will you tell us what the experience of the Ford Motor Co. was 
with reference to that period ? 

Mr. Ynrema. May I have Mr. Lackey respond tothat? Mr. Lackey 
ismore familiar with the details than I am. 

Senator Harr. Yes. 

Mr. Lackey. The only factual information I can give you on that 
is my recollection from the annual reports of GMAC and C.LT., that 
if you compare the downpayment percentages, and the average ma- 
turities of new car contracts purchased in 1957, GMAC is more con- 
servative than C.LT. 

Mr. McHvueu. Let me put the question this way: 

During this period of time, were your dealers reporting to you that 
they were losing business to General Motors because of these finance 
arrangements ? 

Mr. Lackey. I don’t have any personal knowledge of that. 

Mr. Ynrema. I never heard of it. 

Mr. Lackey. I know the information we have on C.1.T. terms 
shows that in 1955 they had 36-month contracts, too. 

Mr. Ynrema. I think the terms stretched out at the same time, as 
far as I know. I have never heard this complaint from our dealers. 
I think you will find now that the proportion of 36-month contracts 
is fully as high in C.1.T. as in GMAC. But I can’t tell you from 
firsthand knowledge what happened in the GM dealerships, of course. 
I just don’t know. I do know that the credit terms generally were 
stretched out at about that same time by other finance companies, too. 

Mr. McHveu. It was reported it wasn’t only a question of the 
extension of the terms, but that during that period when General 
Motors was concerned about increasing sales, General Motors dealers 
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weren’t being as careful about the kind of risk that was involyed 
and that as a consequence they were getting more of the business,’ 

Mr. Lackey. Mr. McHugh, I have talked to many finance eom. 
panies and they appear to be in agreement on one thing: That GMAC 
takes better risks than the others. 

Mr. McHven. I am speaking of this period of the extensive sales 
campaign. 

Mr. Lackey. I don’t know about that particular period. 

Mr, Ynrema. I will be glad to look at it, but I would be very much 
surprised if you found the loss ratio going up. I will be glad to 
examine it to see if there is any trace in the published reports, 

Mr. McHueu. It seems to me if the Ford Motor Co. has any jp. 
formation on this subject during that period of time, it may be of 
use to the subcommittee in studying this problem. 

Senator Hirr. As you have heard indicated this morning, the ree- 
ord will remain open for 10 days for this purpose. 

Mr. Ynrema. We will be very glad to do that. 

(The information referred to subsequently supplied, may be found 
on p. 416.) 

Senator Harr. For Senator Wiley, Mr. Bolton-Smith. 

Mr. Borron-SmirH. You have testified Mr. Yntema, that the car 
financing business is a low-risk business. Why is that so, in a word! 

Mr. Ynrema. It is because of this: You have receivables from a 
very large number of people. You have an easily repossessible se- 
curity for these receivables. You are going to have some loss. Some 
people will disappear. You will have some dealers who will sell out 
of trust, but you can spread your risk over thousands and hundreds 
of thousands of people, and you can tell approximately what is going 
to happen. 

The other thing is that people pay their debts. 

Mr. Botron-Smiru. Why doesn’t competition then drive the rates 
down? 

Mr. Ynrema. That is the essence of this problem. It is because 
the consumer is so ignorant with respect to alternatives that. there is 
always this temptation to sell him a bill of goods. 

Mr. Boutron-Smirn. How can you educate the consumer? 

Mr. Yntema. I don’t think you can educate the consumer. I think 
in some cases you can do something, as in the small loan laws. This 
is not the auto finance business; but the Russell Sage loan law, I 
think, did some good in simplifying the thing. I think legislation 
may move in the direction of simplifying this, but I don’t think there 
is any solution to this except competition. I think the banks have 
done something for us there, and I think that theré is a real interest 
now on the part of the automobile companies in having their subsidi- 
aries furnish a clean, low-cost service. I think that is really the crux 
of the matter. 

Mr. Bouron-Smirn. Just one supplementary question: 

If you did go into this business and were competitive with your 
rates, would it be your intention to advertise over radio and TV, and 
so forth, your lower competitive rates, and wouldn’t that be educa- 
tional to the consumer? 

Mr. Ynrema. T don’t know just what GMAC’s practice is. 
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Mr. Lackey. GMAC does spot radio advertising and also news- 

aper and magazine advertising. Throughout their advertising the 
theme is sound credit, “Don’t buy on time more than you can afford. 
The cheapest way to buy a car is to pay a high down payment.” 

They emphasize that theme. 

Mr. Botron-Smiru. They do emphasize the low rate? 

Mr. Yntema. Not so much. 

Mr. Lackey. No, I wouldn’t say that they did. 

Mr. Ynrema. May [answer that? It is not so easy to advertise this, 
for one thing, because it is pretty complicated, and rates will vary 
from situation to situation as competition varies. I don’t know just 
how we would handle the problem. 

Mr. Botton-Smiru. Thank you, Mr. Chairman. 

Senator Harr. Doctor, as Senator Carroll indicated before he had 
to leave, your testimony this morning has been very fine, and we are 
grateful to you for it. 

lt is now a few minutes after 1 o’clock. Other members of the 
committee would like to hear Mr. Gossett. 

I would suggest if it is not extremely inconvenient for you, that 
we recess until 2:30 in order that the others on the subcommittee may 
be present. Is that possible? 

Mr. Gosserr. We want to cooperate and serve the convenience of 
the committee, Mr. Chairman. If it would serve the convenience 
of the committee, I would be very glad to file this statement. If, 
however, they would like to interrogate me with regard to it, we 
may go to lunch and then come back. 

Senator Harr. What would be your desire? 

Mr. Gosserr. We have covered most of the points. I think there 
are one or two points that I could cover very briefly here and be 
through with it. 

Senator Harr. I think I, as an individual, would feel more com- 
fortable if the chairman of the subcommittee did have an opportunity, 
in the event there was something at the conclusion of this record that 
he wanted to hear. 

I would suggest, then, if you are agreeable, that we recess until 
2:30 in order, at least to have that chance. 

Thank you for your kindness. 

(Whereupon, at 1:05 p.m., the subcommittee recessed to reconvene 
at 2:30 p.m., this same day.) 


AFTERNOON SESSION 


Present : Senator Kefauver (presiding) 

Senator Krrauver. Senator Hart stated this morning that after 
hearing the witnesses today, we will conclude the oral hearings be- 
fore the committee. 

Senator O’Mahoney has pointed out that the witness from C.L.T. 
simply filed a statement, and there was some desire to call him back, 
for questioning. Senator O’Mahoney also had some other sugges- 
tions for witnesses. We may therefore have additional hearings 
after today. 

I order to be printed in the record a statement by Angus Mac- 
Donald, coordinator of the division of legislative services of the Na- 
tional Farmers Union. 

41063—59——.16 
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We are very glad to have with us again the able general coungg} 
of the Ford Motor Co., Mr. William T. Gossett. 

Mr. Gossett, we have your statement. Will you proceed as yoy 
wish. 

Mr. Gosserr. Thank you, Mr. Chairman. 

Mr. Yntema has discussed the economic implications and the prob. 
able business consequences of the proposed legislation. I want to 
invite the committee’s attention to some fundamental legal questions 
that seem to me to be presented by the bills. 

The proposed legislation is, I think, undisguised class legislation: 
it is directed solely at the automotive industry; it would not prevent 
other manufacturers from financing the sale of their products, as they 
now do. The O’Mahoney bill, S. 838, would, however, prohibit any 
motor vehicle manufacturer, and the Kefauver bill, S. 839, any auto. 
mobile manufacturer, from engaging in the business of financing 
the sale of its products, regardless of circumstances or need. 

What is the purpose of such proposals ? 

Senator Kerauver. Mr. Gossett, I think you ought to make one 
other observation of differences between the two bills. The bill that 
Senator Hennings filed, S. 839, does not prohibit the operation of 
a finance company in connection with wholesale operations. 

Mr. Gossetr. Quite so, Mr. Chairman. 

Senator Keravver. It also contains no prohibition against selling 
on credit, by the manufacturer to the wholesaler. 

Mr. Gosserr. For a limited period and without interest. 

Senator Kerauver. Yes. 

Mr. Gossetr. What is the purpose of such proposals? Is it to se- 
cure lower financing costs for automobile dealers and consumers? Or 
is it to protect from effective competition the various finance com- 
panies and banks that engage in the business of financing the sale of 
automobiles? Is legislation necessary? If so, are less drastic alterna- 
tives available? 

The stated purpose of the Kefauver bill, S. 839, is— 


to preserve and promote competition in the businesses of insuring and of financing 
the purchase of automobiles by consumers. 


The purpose of the O’Mahoney bill, S. 838, is said to be— 


to fortify the antitrust policy of the United States against concentration of 
economic power and the use or abuse of that power to the detriment of the na- 
tional economy by preventing manufacturers of motor vehicles from financing 
the sales of their products. 


The stated purpose of the Kefauver bill is derived from a number 
of so-called findings of fact. After certain preliminary findings, the 
bill states— 
that by reason of the great economic power and the vast nationwide dealer 
organizations of automobile manufacturers such automobile manufacturers 
possess unique capability to exclude independent entrepreneurs from the business 
of financing and insuring the purchase of automobiles by consumers. 

The legislative draftsman, with all due respect to him, thus has dis- 
closed a fundamental lack of knowledge of current factory-dealer re- 
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lations in the industry. He has, in effect, ignored the existence of the 
antitrust laws and the so-called “good faith” or “day in court” law, 
enacted in 1956; and he apparently has ignored the fact that the three 
largest automotive manufacturing companies are operating under the 
terms of comprehensive and strict antitrust consent decrees, about 
which I shall have more to say later. 

The finding that the manufacturers possess “unique capability to 
exclude independent entrepreneurs” is untrue. I would say that the 
opposite is true, Mr. Chairman. I would say that in view of the good 
faith bill, the practices in the industry, and the consent decrees, that 
the capability is the other way. This industry is unique in that the 
manufacturer is already restrained from doing the very thing that 
the bill says that they are uniquely capable of doing. There is no 
finding, moreover, that independent entrepreneurs have, in fact, been 
excluded, or that they would be excluded, but for the proposed legis- 
lation, from the business of financing the purchase of automobiles. 
Any such finding would be without factual basis insofar as the past 
is concerned, and would be sheer conjecture as to the future, because 
there are many finance companies and banks in the field that have 
been able to compete on a highly profitable basis with the General 
Motors Acceptance Corporation. Indeed, although GMAC has been 
in existence since 1919, 1t currently handles, I understand, something 
about 40 percent of the retail financing of new car sales by General 
Motors dealers. 

The next “finding” in the Kefauver bill is that— 
the financing and insuring of such purchases by automobile manufacturers and 
instrumentalities thereof does, in fact, restrain such businesses. 

This finding, which is without foundation, I think, is followed by the 
conclusions that— 


consumers are deprived of the benefit of full and free competition in such busi- 
nesses— 


and— 


that such deprivation tends to enhance costs incurred by consumers in the financ- 
ing and insuring of automobile purchases * * * and to promote the monop- 
olization of the production, distribution, sale, financing, and insuring of pas- 
senger automobiles by automobile manufacturers. 

(Senator O’Mahoney entered the hearing room. ) 

(Senator Kefauver withdrew from the hearing room.) 

Mr. Gosserr. The fact is that the proposed legislation would de- 
prive the consumer of the benefit of the most effective kind of com- 
petition. By excluding the manufacturer of automobiles from the 
financing field, the legislation would eliminate the kind of competitor 
that has the greatest interest in promoting the sale of automobiles at 
the lowest possible cost to the consumer. Because of the availability 
of GMAC as a source of financing, the General Motors dealers often 
are in position to get more favorable rates from the banks and finance 
companies than are Ford dealers—I mean finance companies other 
than GMAC. Indeed, the General Motors dealers are in a fortunate 
situation; they can negotiate with others for better terms than those 
offered by GMAC, but if they are unsuccessful they can always fall 
back on GMAC. 

Both the Kefauver bill and the O’Mahoney bill seem to be directed 
generally against “concentration of economic power” in the auto- 
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mobile business. ‘The O’Mahoney bill declares against the “use op 
abuse of that power” to the detriment of the national economy by pre- 
venting manufacturers of motor vehicles from financing the sale of 
their products. The findings of the Kefauver bill conclude with the 
assertion that the entrance of the automobile manufacturers into the 
finance business would restrain trade and— 

promote the mononolization of the production, distribution, sale, financing, and 
insuring of passenzer automobiles by automobile manufacturers. 

If the participation of the manufacturers in the finance business 
should produce such a result it would, I am sure, constitute a viola. 
tion of the antitrust laws, and any company found to have engaged 
in such conduct would be subject to appropriate restraints and penal- 
ties under those laws. 

In 1988, the Government instituted antitrust proceedings against 
Chrysler, Ford and General Motors. In its equity suit against Gen- 
eral Motors, it sought divestiture of GMAC. But after several years 
of depositions and other pretrial proceedings, the Government made 
a consent decree with General Motors. 

(Senator Kefauver entered the hearing room.) 

Mr. Gosserr. The Government lawyer who handled the case for the 
Department of Justice, Holmes Baldridge, who for 13 years was an 
Assistant Attorney General of the United States or Special Assistant 
to the Attorney General and Chief of the General Litigation Section 
of the Antitrust Division, Department of Justice, testified before this 
committee on November 28, 1955, page 3045, that although the Gov- 
ernment found some evidence of coercion, it was— 
not enough, in the opinion of the Department, to justify the drastic remedy of 
divestiture, and hence the case was settled on the basis of the then injunctive 
relief effective against the Ford and Chrysler companies. 

The automobile manufacturers are now operating under the con- 
sent decrees referred to by Mr. Baldridge. These decrees do not ex- 
clude the manufacturers from the right to finance the sale of their 
products. But they contain comprehensive and strict injunctions 
against the automobile manufacturers. They are prohibited from 
favoring any finance company and from coercing or unduly in- 
fluencing their dealers to use the services of any finance company. 

I have summarized the decree in that one sentence, Mr. Chairman, 
but I want to be sure you understand—if you do not already—those 
decrees are long decrees, and very specific, and very strict. In view 
of the broad language of these decrees, the participation by the three 
largest manufacturers in the business of financing the sale of auto- 
mobiles cannot be said to pose, we think, any threat of unfair com- 
petition against the finance companies or the banks. The dealers are 
familiar with the provisions of these consent decrees, as are the finance 
companies, and none of them would tolerate for very long any sub- 
stantial violation of the terms of the decrees. Proceedings could be 
taken at any time to punish any company for contempt upon proof of 
violation of its decree. And, in view of the decrees, the only means of 
obtaining finance business that is open to those manufacturers is to 

rovide lower rates and better service to the dealer and the consumer. 
n other words, coercion and undue influence are not, open to the 
automobile companies under those decrees. 
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Quite aside from the consent decrees themselves, if it should appear 
that any manufacturer of motor vehicles had achieved undue concen- 
tration of economic power, or was monopolizing the automobile busi- 
ness of the finance business, because of its participation in both busi- 
nesses, the manufacturer would be subject to appropriate action under 
the antitrust laws. 

(Senator Hart ent ered the hearing room.) pith! 

Mr. Gosserr. It appears, therefore, that the proposed legislation 
presents sharply a fundamental question of legislative policy, to which 
I would like to invite the attention of the committee. Should the 
Congress, because it is believed that some automobile manufacturer 
has achieved or might achieve undue concentration of power, enact 
legislation that would prevent all automobile manufacturers from 
engaging or threatening to engage in the business of automobile 
financing, regardless of the size of the manufacturer or the need for 
such financing? This kind of legislation has almost always been 
opposed by the law enforcement and regulatory agencies of the Gov- 
ernment. A question concerning the wisdom of such legislation in the 
automotive industry was put to Mr. Baldridge by a member of this 
committee, on November 28, 1955. He testified, page 3409: 

Senator WiLEY. Would you change the law so that as a matter of our economic 
procedures in this country the manufacturers could not finance the sale of their 
own products? 6 : 

Mr. BALpRIpGE. No; I don’t think you can put a straitjacket on any industry 
by legislation. We have an admirable act in the Sherman Act, if they don’t 
amend it to the point where too many groups are expected from its operation. 
It is broad enough to reach any situation, and I think each situation should be 
determined as has been the case since the Sherman Act in 1890, by a case-by-case 
basis. 

Senator WiLEey. On the facts? 

Mr. Baupripce. That is right. Every time you attempt to definitely define an 
act in the regulatory economic field, with any specificity, you get into more 
difficulty than you do if you operate under as broad a statute as the Sherman 
Act which is as broad as a constitutional provision, and you can make the 
interpretation based upon the particular facts that you are dealing with at the 
time. 


The Supreme Court of the United States has expressed similar 
views. In the Appalachian Coals case (288 U.S. 344, 359-360, 1933), 
Chief Justice Hughes said : 

As a charter of freedom, the [Sherman] act has a generality and adaptability 
comparable to that found to be desirable in constitutional provisions. It does 
not go into detailed definitions which might either work injury to legitimate 


enterprise or through particularization defeat its purposes by providing loopholes 
for escape. 


The question of legislative policy is closely related to one of consti- 
tutional power. It is well established that legislation that adopts 
drastic means to accomplish the legislative purpose, when less drastic 
means are available, constitutes an undue exercise of legislative power 
and may be invalid for lack of due process, Butler v. Michigan (353 
US. 380; 1956). In the Butler case, the Supreme Court said that the 
cre was not reasonably restricted to the evil with which it was said 
eo deal. 


It [the statute] thereby arbitrarily curtails one of those liberties of the indi- 
vidual, now enshrined in the due process clause of the 14th amendment, that 
history has attested as the indispenable condition for the maintenance and 


— of a free society * * *. Surely, this is to burn down the house to roast 
e pig. 
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Senator O’Manoney. Mr. Chairman, may I interrupt the witness a 
this time? 

I want to read that quotation from the Butler case once again, be- 
cause it illustrates so clearly the terrible confusion that now exists in 
the minds of many lawyers in and out of the Government, and in ang 
out of business, between the basic rights of the individual and, the 
rights of the corporation. 

Whoever wrote this decision in the case of Butler v. Michigan 

Mr. Gossetr. Mr. Justice Frankfurter. 

Senator O’Manonry. Justice Frankfurter. He was obviously 
thinking of individual right, for that is a case in which the appel- 
lant, Butler, had been convicted of a criminal offense under the penal 
code of Michigan prohibiting the sale or distribution of immoral 
prints or language. His appeal was based upon the contention that 
the due-process clause of the 14th amendment protected him from 
prosecution. The Court said: 

It thereby arbitrarily curtails one of those liberties of the individual, now 
enshrined in the due-process clause of the 14th amendment, that history has 
attested as the indispensable condition for the maintenance and progress of g 
free society * * *. Surely, this is to burn down the house to roast the pig. 

Individual rights are rights conveyed, according to the Declaration 
of Independence, to the natural person by the Geeukae. Corporate 
rights do not come from the Creator, they come from man. Those 
privileges are granted by the charters which some government grants, 
No corporation, not even Ford, can exist without a charter from some 
government. And the powers of the corporation are the powers that 
are written into the charters. 

When this Government was first established, and these principles 
of the rights of the individual were secured to all of the people in 
the country, corporations were chartered by the States. When the 
Constitution was drafted, I don’t believe there were six industrial 
corporations in the Thirteen Original States. There were several 
banking corporations, granted by State law. But the invariable 
policy at that time, when industrial corporations began to come into 
existence, was that the charter would denote the specific powers and 
duties and responsibilities of the corporation. And it was the gen- 
eral rule, in all of the States, that a charter would not be issued for 
more than one purpose. 

In due time, when the enforcement of these charters and the en- 
forcement of the Sherman Act, after that was passed became a little 
bit onerous to business, some of the States began to pass general in- 
corporation laws, so that any applicant for a charter could get the 
charter without special act of the legislature. So in New Jersey, 
and then later in Delaware, there grew up the practice of blank check 
charter. Every lawyer knows this perfectly well. We know that 
there are establishments, both in New Jersey and in Delaware, to 
which any group that wants to charter a company can send down the 
names of the directors for the proposed corporation. Charters for 
subsidiaries and affiliates are issued without limit. And some of our 
corporations which are engaged not only in interstate but in foreign 
commerce also obtain charters from foreign governments. But they 
are the creatures of the law. 

The principle which is at stake here is whether or not we are going 
to permit big organized business to regulate itself, or whether we are 
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ving to exercise the power granted the Congress in the Constitution 
of regulating commerce. I don’t say controlling it—but regulating it. 

Now, when the 14th amendment was passed, it is true, it was 
cleverly drafted and it was cleverly interpreted. Corporations began 
to interpret it in such a manner, and the courts, too, so as to deny the 
rights of the States, as in this case the right of the State of Michigan, 
to pass a certain type of corporation law, and the rights of individuals. 

o there came to be a thinking that the corporation was like a 
natural person, clothed with the individual rights granted in the Bill 
of Rights, referred to in the Declaration of Independence. But cer- 
tainly we ought to see now, in this great, crisis between dictatorship 
and freedom, where the Soviets believe that. people are only the ser- 
yants of the State, and we believe that people are the authors of the 
State—we cannot hope to preserve free Government if we surrender 
to this false notion that organizations can regulate themselves. 

When a representative of Chrysler was here yesterday, I asked that 
witness, after he testified, in much the same manner that you are testi- 
fying, that while Chrysler Corp. doesn’t at the moment want to es- 
tablish a financing subsidiary, it would like the door left open, 
I asked him if he would be willing to support a law by which the 
Federal Government, through the Congress, should establish the reg- 
uations which would state the powers of the subsidiary corporations. 
His answer was no, he didn’t want any regulation. : 

If we should pass a law to allow corporations, big corporations 
like Ford and Chrysler, to establish their own financing companies, 
and set aside both of these two bills, would you support a law or a 
bill to provide the rules by which that financing corporation should 
be guided ? 

Mr. Gosserr. I would like to answer that question, Senator 
O'Mahoney. But, before I do, I would like to comment briefly, 
if I may, on your general statement, much of which I agree with. 
But with great deference to you, as one of the great. constitutional 
lawyers of the Senate, I would like to disagree with some of the 
things you said. 

In the first place, when I talk of the rights of a corporation, I 
talk in no such limited way as those rights granted to the corpora- 
tion under the charter. Those are broad rights often. But in the 
concept in which I speak, they are very narrow rights. 

As you have indicated, there is no difference, under the 14th amend- 
ment, as interpreted by the Supreme Court of the United States, 
between the rights of corporations, the rights not to be deprived of 
property, the rights of due process, than the rights of an individual 
under the 14th amendment. 

Now, there have been deviations. There have been opinions ex- 
pressed by minority members of the court, on occasions, that the 
rights of a corporation to protect its property, to exercise its right 
as a citizen, should not be protected by the 14th amendment, or the 
fifth amendment but that is not the law today, and I hope to God 
it never is the law, because if it should be we will have a different 
form of Government in this country. All business will have to be 
conducted in this country by individuals or partnerships. It seems 
to me that a corporation, no matter how large, should have certain 
basic rights. It should have the right to protect its property, the 
rights to due process of law. And I hope it always will. 
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Senator O’Manoney. I have no objection whatsoever to the pro- 
tection of such rights of property and due process of law. Of course 
not. But I do object most vigorously to the practices, which We 
have seen, of the managers of corporations doing what they pleas 
without regard to the rights of the individual natural persons who 
constitute the Republic. If we do not do something about this, yoy 
will have a managerial direction of the economy of the United States 
and the result of that will be a severe loss to the liberty of the 
people. 

Mr. Gossett. I agree with everything you say, Senator. I think 
it is absolutely so, that corporations cannot act without regard fop 
the people, for the public. I think the day has gone when any cop. 
poration can say the public be damned. I think the corporations 
of this country have to have due regard for the rights of individuals 
and for the rights of those with whom they are associated. And 
I hope our company has always manifested that feeling. 

We have laws in this country that control corporations. And we 
have in this case specific provisions that control it. We have hem 
a consent decree, which I hope you will take the time to examine 
which prohibits us from using any undue influence, such as js inti. 
mated by the Kefauver bill, that we might exercise on any of our 
dealers. And if we violate that, Senator, we are subjected, not to 
another action, but to application at the foot of the decree for cop. 
tempt. And any finance company who has evidence that we have 
violated that consent decree, can apply, and it can sue us for treble 
damages. Those finance companies are all familiar with the provi- 
sions of the decree, as are the dealers. We, quite contrary to anything 
that has been said in these bills, we are under the strictest injunction 
to be circumspect in the way we conduct our business. 

I want to repeat, that the Ford Motor Co. wants to conduct its 
business as a good citizen at all times, without reference to the law 
or to these consent decrees. But, even if we were disposed other- 
wise, we could not do so. 

Senator O’Manonry. I must say to you that, as I understand these 
consent decrees, they are very limited. They do not have the broad 
effect. of which you speak. 

Let me give you an example of what I think is the fact. We know— 
all business knows, all Government knows, and the public knows— 
that there has been a great controversy going on in this country about 
tight money, and the power of the Federal Reserve Board to regulate 
money. The national banks are operating under charters issued by 
the Federal Government, and there are fiscal controls over these 
banks. What Federal Reserve Board control is there over the GMAC! 
Mr. Gosserr, I don’t know that there is any. But there is a way 
to correct that, sir. 

Senator O’Manonry. Would you favor correcting it? 

Mi. YNrema. May I speak to that just a minute? There are State 
laws governing the action. 

Senator O’Manonry. What is the use of talking about State laws 
when you are talking about a national business that operates without 
regard to State laws? 

Mr. Yntrema. I am sorry, but they do operate with regard to the 
State laws. They have to conform to the State laws. Furthermore, 
the Federal Reserve restrictions on credit will certainly be felt by the 


rr 





finan¢ 
the 
wen 
Ma 
at all 
they | 
think 
hand 
say t! 
in th 
art. 
: Ser 
oint 
Sa 
indus 
mant 
engin 
But 
count 
make 
the € 
State 
by th 
M1 
I thi 
as is 
not ¥ 


by wi 
enga 
narr 
enga 

TI 
man 
dissi 
show 
instr 
been 
ones. 
estal 
doin 
it is 


see. 
bette 
the 

auto 
cray 
thin 








r0- 
Arse 


We | 
base | 
who 
you | 
tes, | 
the 
‘ink 
for 


ions 
tals | 
And | 


we 
ere 
ine, 
nti- 
our 
t to 
‘On- 
ave 
eble 
Ovi- 
Ling 
tion 


its 
law 
her- 


hese | 


w— | 
vS— 
bout 
late 
1 by 
hese 
AC! 


way 


AUTO FINANCING LEGISLATION 243 


fnance company. They operate mainly on borrowed money. And 
they are certainly affected by the Federal Reserve restriction on 
credit more than most businesses. 

May I say this with respect to the regulations: I wouldn't object 
at all to regulations in this area, with one provision, Senator, that 
they apply with equal force to all who are in the field. Now, I don’t 
think there should be regulations which apply in such a way as to 
handicap unreasonably the company-owned finance companies. I 
say that if there are regulations, let them apply equally to all comers 
in the field. I don’t think you will find any objection to this on our 


Senator O’Mauonry. Of course, I could pursue this argument and 
oint out to you that GMAC has been one of the tools by which 
General Motors has gained the dominance it now holds in the motor 
industry. It has expanded from the manufacture of motors to the 
manufacture of earth-moving machinery and the building of diesel 
engines, which are very far removed from the original automobile. 
But there is a concentration of economic power going on in this 
country, despite the antitrust laws, which, if it is not stopped, will 
make it impossible for the Government of the United States, and 
the Congress of the United States, to regulate commerce “among the 
States with foreign nations and with the Indian tribes,” as empowered 
by the Constitution of the United States. 

‘Mr. Gosserr. Senator, may I say this. You talk of regulation. 
I think that we would all agree that we should have such regulation 
as is necessary to control the conduct of corporations. But that is 
not what is involved in this bill. 

This bill involves an absolute prohibition without regard, we think, 
to the facts. 

Now, you talk about concentration of power of General Motors. 

Senator O’Manoney. You say “without regard to the facts.” 

Mr. Gosserr. I said as we think, sir. 

Senator O’Manoney. Yes, I know—as you think. 

But my motive in introducing one of these bills is the same motive 
by which in the early days a State would not allow a corporation to 
engage in more than one business. That, of course, I think, was too 
narrow. But we have come now to an area in which one corporation 
engages in many businesses. 

There are no two businesses which are more dissimilar than the 
manufacture of automobiles and financing credit. They are utterly 
dissimilar. The effects of our automobile manufacturing growth 
show that the General Motors Acceptance Corp. has been one of the 
instruments by which many of the other competing corporations have 
been driven out of the business and into mergers with other small 
ones, and, may I say, why Ford has undertaken to express a desire to 
establish a finance company of its own. I do not blame Ford for 
doing that. I would like to see Ford compete more strongly than 
it is doing with General Motors, and Chrysler, too. I would like to 
see American Motors compete better, because I think it would be 
better for the public. I think the prices of cars should be lower for 
the public. And I think that if we had more competition in the 
automobile field we would not be seeing these little foreign cars 
crawling over the streets now—because the big motor companies 
think that bigness is the be-all and the end-all of all manufacturing. 
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You have been building cars so big that there is not parking spacg 
left on the streets for them. In many of the metropolitan cities park. | 
ing garages, at this moment, will not receive the ie cars of the bj 
motor companies, because they take up so much room. And that & 
what the giant corporation does in the economy—it takes up so much 
room that we are closing the door on free enterprise. 

Mr. Yntema. Senator, I hope you may think well of us yet, if you 
just wait a little. , 

Senator O’Manonry. I do think well of you. 

Mr. Gosserr. Senator, may I address some remarks to your talk 
about concentration of power in General Motors. 

We hold no brief for General Motors. They are tough competitors, 
and, confidentially, we hope they choke tomorrow morning. 

Senator O’Manoney. When are you going to make your announce. | 
ment about the small car? 

Mr. Gossett. Let us talk just for a moment about the effect of this 
legislation on General Motors’ concentration of power. 

As I understand it, there is an investigation pending in New York | 
now, before a Federal Grand Jury, a broad investigation of General | 
Motors, 

Now, let us look at these bills. This bill would prevent General 
Motors from staying in the financing business, would require them to | 
get out of business. Suppose they got out the next day after the leg. 
islation was passed, spun it off the next day. I don’t think they will— 
I think they will test the constitutionality of it, and it will be a couple 
of years before it is determined. But let us assume they get out of 
the business immediately, forthwith. 

General Motors is a large corporation—efficient, strong dealers, 
good products, good engineering staff, good research. They might 
get out of the financing business. But they will be on equal terms 
with everybody in the financing business, and they would continue to 
be the dominating factor in this industry. 

So your bill is not going to correct concentration of power. It is 
going to nip away at it slightly. And in doing so, it is going to de- 
stroy a fundamental right, as we regard it, of a manufacturer to at- 
tend, by arranging financing, to the sale of its own products. 

Now, if that is not burning down the house to roast a pig, I have 
never seen it, Senator. 

I think that the bill is subject to just criticism on that basis. And | 
that is why we are here. We are not here to protect General Motors. 
We are here to say to you that if you destroy a fundamental right 
here, you have created more problems than you have solved. 

Senator O’Manonry. The trouble is, Mr. Gossett, that the big cor- 
porations are roasting the sacred lamb of individual personal liberty | 
and freedom in the economy. 

Mr. Gosserr. Let us bring them to justice, Senator—but let us not | 
deny them their right to live. | 

Senator O’Manoney. I acknowledge with you this is only a simple, 
little nibble at the concentration of economic power. I have com | 
tended for 20 years that if corporations want to engage in interstate | 
and national business they should get their charters from the Federal | 
Government and be free of the regulation of boards and commissions 
A corporation would have a document, a charter, which would pro | 
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ce tect it everywhere, but one which would state clearly what its powers 
ke | are, what its duties are, and what its responsibilities are. . 

ig | I am glad, of course, that you have stated correctly that business 
18 | Jeadership is far more understanding now that it used to be. I think 
th | the days of the robber baron have practically gone. But concentra- 


tion of economic power does close the doors of opportunity to the 

mu masses. 
Mr. Gossert. I could not agree with you more, Senator. But how 
to deal with it is something else again. And I am down here to con- 


lk vince you, if I can, that this is not the way to deal with it. 
We have laws in this country, and they ought to be enforced, and 
S, I think they are being enforced. And in due course the situation will 
be under control, I think. 
e- Now, I don’t know whether General Motors has violated the anti- 
_ | trust laws. But if they have, then let us have action. And I think 
ls | weare getting action. But I think when we get action, we will get 
action much more strict than this legislation. 
rk Senator O’Manoney. Let me give you an example to the contrary. 
al Members of this subcommittee have sponsored bills to require pre- 
notification of mergers. The Administration has endorsed the Bill 
al The Department of Justice sent its spokesman here to testify in sup- 
to port of the bill. But business leadership says “No, let us merge when 
o we please.” 
a When big business talks about free enterprise, all it means is 
le freedom from regulation in the public interest. 
of Iam sorry to have interrupted you. 


Mr. Gosserr. I hope you won’t include us in that. 
me Senator O’Manonry. When are you going to announce the new 
bt | small car? 
ns Mr. Gosserr. That is a secret. 


to But I want to repeat what Mr. Yntema just said to you. If you 

: wait a little while, you may be proud of us. 

7 I only have a few more pages here. 

e- May I proceed, Mr. Chairman ? 

Me Senator Kerauver. Yes, Mr. Gossett, although I think we have lis- 
| tened to one of the most interesting colloquies that I have heard in a 


ve | long, long time. It is always very refreshing to hear the ideas and 


| philosophy of our greatest student of antitrust and monopoly prob- 
nd lems in the United States Senate—Senator O’Mahoney. 

I think you have enjoyed it, too. 

Mr. Gossett. I certainly have. 

2 —* Keravuver. Even though you were at the other end of the 
5 table. 
ty Mr. Gossett. I enjoyed it nevertheless, Mr. Chairman. 

Senator Keravuver. I hope that business generally, and you gentle- 
men, realize my purpose and that of Senator O'Mahoney. It may be 
we are on the wrong course in this legislation. You seem to think 
re, we are. But our purpose is to try to even the opportunities, to leave 
the door open for people to get into this business. We try that in 
various different ways. Unfortunately, we rarely ever get coopera- 


rs, 
ht 


ot | 


ate 


ral | tion from big business. 
M : Mr. Gosserr. We would not suggest, sir, that this is an open and 


shut question. But we feel very strongly, in this case, that the pro- 
posed legislation is most unwise. 
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We have not yet determined the extent to which Ford must par. 
ticipate in the finance business in order to secure for its dealers low 
cost money and insurance on reasonable terms. It is conceivable, 
though, that our participation, and that of other manufacturers ag 
well—that is, additional manufacturers who may go into the busi. 
ness—might extend no further than the offering of reasonable finano. 
ing terms in areas where dealers are unable to secure them from the 
finance companies or the banks. In any event, the proposed legisla. 
tion, we think, obviously would go much too far in forbidding abgo- 
lutely any participation in the business by any manufacturer at any 
time and in any circumstances. 

Indeed, the proposed legislation would be comparable to an enact. 
ment that would prohibit a manufacturer from installing optional 
equipment at the factory, manufacturing a component, or engagin 
in any other activity that might enhance or facilitate the sale of its 
product, regardless of need. The proposed legislation would set g 
new and frightening precedent, we think; it would impose upon man- 
ufacturers in a mass production industry an absolute prohibition 
against the exercise of a fundamental right—that of arranging finane. 
ing for the sale of its products. It would do so in order to preserve to 
third parties the sole right to engage in such activity—to third parties 
whose primary interest would be in profit margins for themselves 
and not in maintaining low costs, high sales volume and maximum 
employment. 

The underlying theory of statutory law in the antitrust field, and 
of the common law as well, has been to prevent the imposition of 
restraints of trade—not to set up competition, but to prevent the im- 
position of restraints to competition—whether brought about by mo- 
nopoly or by concerted action among competitors. 

As Chief Justice White said in the Standard Oil case, the common 
law was dominated by “the dread of enhancement of prices and of 
other wrongs which it was thought would flow from undue limitation 
on competitive conditions.” In other words, higher prices to the pub- 
lic. Conversely, it was thought, if free competitive conditions were 
preserved, the public would enjoy the benefits that normally flow 
from the competitive forces that operate in a free economy. 

The Congress has never seen fit to amend the antitrust laws in order 
to set up specific rules of conduct for any competitor, or in any pri- 
vate industry. To do so might work a serious injustice, do an injury 
to legitimate enterprise, or otherwise defeat the basic purpose of the 
antitrust laws. 

But the legislative proposals now under discussion would deviate 
from the established tradition. They seem to have been inspired 
either by a desire to preserve and protect the present rates and profits 
of the finance companies, or by a determination to take specific legis- 
lative action against General Motors, which according to recent an- 
nouncements is already under broad antitrust investigation in New 
York. 

But whatever the theo~y of the legislation, tle question for Con- 
gress, it seems to me, is whether the proposals are reasonably directed 
at. the evils sought to be corrected, or whether they would unneces- 
sarily limit competition for the benefit of a particular class of com- 
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petitors and restrict freedom of enterprise in the field of automobile | 


financing, contrary to the public interest. 
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It is our view that the proposed legislation is both unwise and un- 
necessary, particularly in view of the broad provisions of the anti- 
trust laws and the existing consent decrees; that it is highly dis- 
criminatory; and that it is so drastic as properly to be characterized 
as a threat to “burn down the house to roast the pig.” ee 4 

The enactment of such legislation would not serve the public interest. 
On the contrary, it would establish for the benefit of financing insti- 
tutions an economic sanctuary free from competition by vehicle man- 
ufacturers, in spite of the fact that the manufacturers have rimary 
interest in providing the best possible services for the public and 
rates for financing the sale of their products. 

If the automobile manufacturers are excluded from the financing 
field, it is inevitable, we think, that financing charges and insurance 
yates will be higher than if the prohibition did not exist, and that 
the consumer will pay the bill. saul t 2 Soy 

We conclude, therefore, that the proposed legislation is contrary to 
the public interest and should not be enacted. 

May I just say, Senator O’Mahoney, that I disagree with the state- 
ment that has been made here, that these consent decrees are not very 
broad. I have spent several years of my life in the antitrust field, and 
they are very broad indeed. I inherited them when I went to the 
Ford Motor Co., and I had to go to the Supreme Court of the United 
States to make our decree conform with that of General Motors, be- 
cause the Antitrust Division would not do it—they kept postponing 
it. 

But if those consent decrees are not specific, if they are not strict 
enough to prevent us from undue influence on our dealers, or doing 
any other thing that is contrary to the public interest, then they ought 
2, i made more strict. 

But I simply suggest here, I submit to you with all sincerity, that 
this is not the way to do it. 

Senator O’Manoney. I appreciate completely your sincerity in 
testifying, Mr. Gossett. 

The purpose of these public hearings is to enable the committee 
and the staff to receive as many suggestions as possible with respect 
to legislation so as to perfect 1t. And even when legislation is op- 
posed, members of the committee take no offense at that. 

I have seen instance after instance where the exposure of different 

ints of view at a public hearing, has brought about improvements 
in the conditions which have been prevailing. 

I had my own experience with that when I was chairman of the 
Temporary National Economic Committee some years ago. On that 
occasion we had very extensive hearings on insurance. Many charges 
were made about the operations of some insurance companies. And 
though no legislation was passed, there was improvement, almost im- 
mediately, in the activities and operations of many of the insurance 
companies as a result. 

This is one of the processes of democratic government. 

I do not claim, and I am sure Senator Kefauver does not claim, to 
be the source of wisdom in all of these matters. But we are doing 
our best to get the best advice that we can to help us in the production 
of legislation that will protect the public. The public comes first. 
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Mr. Gosserr. May I say, sir, that we share that feeling, that we 
have a high regard for the sincerity of this committee and for thig 
proposed legislation, for your intentions in introducing it. 

We don’t know where it will end, Senator. 

Suppose, for example, that some of our suppliers, carburetor many. 
facturers, spark plug manufacturers, do not provide the price anq 
service, the quality that we think we should have. But they all wan 
to stay in business. They do not want their business to be taken awa 
from them. And we, perhaps, can manufacture a little more cheap] 
than some of them can. Are they to have legislation to protect them 
against our going into the spark plug business or the carburetor 
business ? 

Now, you referred to improvement in conditions. It may well be 
that when we get into the finance business only in a small way, and 
it appears likely that others might get into the business, some of these 
rates may come down. Asa matter of fact, as testified to this mor. 
ing by Mr. Yntema, we have already noticed the finance companies are 
beginning to look around and offer better rates to the public, to the 
dealers, as a result of our threat to go into the business and a result 
of the threat of others. 

It may well be our company won’t ever become a huge company 
here in the finance business. And if it is not necessary, we certainly 
have no dogmatic statements to be made now as to our intentions 
about this business. What we want to do is to get the rates down to 
our dealers so they are competitive. We do not want our dealers to 
be in a noncompetitive situation. 

Senator Krerauver. Senator O’Mahoney, any further questions? 

Senator O’Manoney. I have been summoned to my office, but I 
did not want to leave before Mr. Gossett had concluded. 

(At this point in the proceedings, Senator O’Mahoney left the 
room.) 

Senator Keravuver. Senator Hart, do you have any questions? 

Senator Harr. No. 

Senator Kerauver. Mr. Dixon. 

Mr. Dixon. Mr. Gossett, do you have any comments to offer as to 
exactly when salesmanship might become coercion or undue influence! 

Mr. Gossett. May I have that question repeated, please. 

Mr. Drxon. I will try to rephrase it. Do you have anything to 
say as to when salesmanship might become coercion and undue in- 
fluence. 

Mr. Gossetr. That is a difficult concept. I think though that a 
distinction can be made. I think there is a difference between per- 
suasion and coercion, between salesmanship and undue influence, 
exercise of power, threats. 

Mr. Ynrema. I will be glad to answer that question if I may. 

I think that salesmanship might properly be defined as something 
that is in the interests of the person you are trying to sell to; that 
coercion is the application of some threat to him, We hold no brief at 
all for any form, shape or manner of coercion. We think we ought 
to be able to explain to our dealers what kind of rates and services 
are available and to help them find the lowest ones and if they don’t 
have low cost services, we want to help provide them. That is all. 

Mr. Dixon. I agree with Mr. Gossett that the consent decree under 
which your company has been operating is fundamentally based upon 
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the fact that if coercion or undue influence can be shown, that you 
would be in violation of that decree. 

Mr. Yntema. That’s right. 

Mr. Dixon. I quite agree with you, sir, that I know of no one who 
has ever appeared before this subcommittee who did not readily agree 
that if, for instance, by agreement or individually by coercion or 
threat or undue influence, if that could be proven, that practice should 
be stopped. Everyone agrees with that. : 

I assume and have always assumed that what made that illegal in 
the law was not just the fact that you got together and did those 
things or that you threatened and coerced someone into doing it, but 
it was the result that came from such an act. 

In other words, the public was denied something as a result of an 
agreement, or the person you were coercing was denied the right of an 
independent choice, for instance, and the public accordingly was the 
sufferer. If the same result is now happening, what is the difference 
to the public, Mr. Gossett ? 

Mr. Ynrema. Is that a hypothetical or a factual question? 

Mr. Drxon. It isa factual one. You don’t agree that it is factually 
so ¢ 

Mr. Yntema. No, I don’t. 

Mr. Drxon. In other words, the fact that GMAC does not finance 
anyone else’s paper other than General Motors dealers ? 

Mr. Ynrema. That is not what we are talking about as I under- 
stand it. We are talking about the relationship of General Motors 
Acceptance Corporation to dealers, are we not? 

Mr. Drxon. That has a bearing on it, sir. In other words, we have 
a fact. Let’s start off with a fact. 

Mr. Yntema. Let’s state the facts. 

Mr. Drxon. All right, let’s start off with the facts. It has been 
testified to us and we understand it to be the fact that GMAC handles 
no one else’s paper other than the General Motors dealer. That is 
a fact. Now that fact could be by agreement, by understanding, or 
by choice; could it not, sir? 

“Mr. Ynrema. As I understand it, there is no dispute about that. 
That is a policy of the General Motors Corp. 

Mr. Dixon. They have the right to mak such an election, do they 
not, sir? 

Mr. Ynrema.. That is correct. 

Mr. Dixon. Theoretically, a dealer has the right to elect inde- 
pendently to make that choice, does he not, sir? 

Mr. Yntema. Not only theoretically. 

Mr. Dixon. They have the right to do it. 

Mr. Ynrema. They have the right. 

Mr. Drxon. They can also do it because they are threatened. Theo- 
retically, they do do that, could they not, sir? 

Mr. Ynrema. Anything like that is theoretically possible. We are 
talking about a question of fact. 

Mr. Drxon. If it is proven that it came about my threat or coercion 
it would be illegal, would it not, sir? 

Mr. Yntema. It certainly would. 

Mr. Dixon. They would violate the present order? 

Mr. Ynrema, There is no question about that. 
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Mr. Drxon. If you can prove that it would not violate the order 
and it would not be illegal under either the order or, as you under- 
stand it, the antitrust law today; is that right, Mr. Gossett ! 

Mr. Gosserr. That is right. 

Mr. Ynrema. May I speak to this? I thought you were asking a 
different question originally, because this has come up again and again 
before the committee, and it has been cited by other finance companies. 

They pointed to the very high proportion of wholesale financing of 
General Motors dealers that 1s i by GMAC. There is a simple 
explanation for that. It is a question of the price. 

Mr. Dixon. What does price, Mr. Yntema, have to do with the 
choice by GMAC to finance no one else’s paper but General Motors? 

Mr. Ynvema. Nothing at all, but if there is any implication that 
the dealers are not free to choose, I would say their behavior could 
easily be explained in terms of the difference in price. 

There is an adequate factual explanation without going far afield 
for some hypothesis there. As far as the policy of General Motors is 
concerned, everybody agrees that GMAC does not provide the service 
to non-General Motors dealers. Everybody agrees. 

Mr. Gosserr. I think that you are talking about a pretty broad 
antitrust question. The question you are raising is whether without 
reference to the use of undue power or influence, coercion, General 
Motors dealers, for some reason or other that you can’t explain, are 
using GMAC because of GMAC’s position and power, just fear of 
it, without any exertion of that power. I think you have a broad 
antitrust question, and that is something that ought to be decided by 
the courts, and it ought to be decided in the light of all the facts, not 
on the basis of conjecture, but on the basis of what constitutes an 
undue exercise of power, what constitutes a violation of the law. 

As you will recall in the Aluminum Co, antitrust case, the Court 
held for the first time that the mere power to exclude competition was 
a violation of the law, if there was some evidence that the defendant 
had intention to use it at the appropriate time. 

Now maybe that is the situation of GM and GMAC, but let’s don’t 
try to decide that around this table. We have something we call due 
process in this country, and that is the process that is now in opera- 
tion we will say in this very investigation about which we have been 
talking here. Let’s find out whether GMAC and GM are violating 
the law, and if so let’s have appropriate action. 

Mr. Drxon. Mr. Gossett, this subcommittee during two Congresses 
has spent many hours studying this problem, perhaps more hours than 
any court has ever spent. 

The Constitution of the United States does not leave any doubt that 
it is the responsibility of the Congress to regulate commerce. It 
doesn’t say a word about the courts having that power. It says the 
Congress shall do that, sir. 

Mr. Gosserr. But the remedy you suggest is pretty drastic, and 
what you say is, “because we think that General Motors is throwing 
its weight around, we don’t want them in this business, and we are 
going to prohibit everybody from going into business at any time and 
under any circumstance.” ‘ 

Mr. Dixon. Mr. Gossett, in 1936 and 1938 the Department of Jus- 
tice embarked upon three lawsuits to solve this very situation that we 
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are talking about 20 years later. That delay resulted after using the 
processes of the courts. Now can we afford 20 more years, or should 
the Congress which has the responsibility and the power and the right 
to regulate commerce, attempt it by legislation ? 

Mr. Gosserr. I think you can afford sufficient time, Mr. Dixon, when 
the risks are as great as they are here. 

Mr. Dixon. The risks to the country are involved here, Mr. Gossett. 
One person in seven is affected by your industry. If your industry 
makes a mistake, the whole country is in trouble. Lf your industry 
is not healthy, the whole country suffers. General Motors today has 
over 50 percent of all of the auto business. 

Mr. Gosserr. And if this bill is passed, Mr. Dixon, the public is in 
trouble. 

Mr. Dixon. I do not agree with you that the public would be any- 
where but benefited, Mr. Gossett, because as we have talked about pre- 
viously here, this bill would envision spinning off one corporation 
from General Motors. 

If GMAC has been capable of doing these things in the past, it 
should be capable of doing them in the future. Now, do you think 
that GMAC has been and is being used by General Motors as a sales 
factor or a sales implement ? 

Mr. Gosserr. I think it is being used not unfairly, but if it is being 
used unfairly, let’s do something about it. Let’s not prevent every 
company from going into this business or threatening to go into the 
business. 

You see, if these finance companies get out of line, just as if one of 
our suppliers gets out of line with his prices, we must be in the posi- 
tion to threaten to go into business and get them back into line. And 
you are going to deprive us of that. 

Senator Kerauver. Mr. McHugh. 

Mr. McHven. Mr. Gossett, this is just a variation of a question that 
has been asked, but would you say that the producer-owned finance 
company has no competitive advantage over its independent finance 
rival? 

Mr. Gosserr. Let me have that question back, will you? 

Senator Kerauver. Read the question. 

(The question, as recorded, was read by the reporter.) 

Mr. Gossett. I think that is a question that Mr. Yntema should 
answer. I think that is a question of competitive position. 

Mr. Ynrtema. I would not say that there aren’t any possible sources 
of advantage, but there are some disadvantages, too. We have a con- 
sent decree under which we must operate. 

Mr. McHvceun. I am speaking now in the absence of coercion or in- 
timidation, merely by virtue of the ownership relationship. Would 
you now state that there is no competitive advantage obtained by that? 

Mr. Yntema. I wouldn’t say that there is no competitive advantage 
because the name of the company is of some use. It is held in high 
regard. But that it is substantial or controlling I would say certainly 
not. 

As a matter of fact, the largest independent finance company told us 
that we would really have a very tough time getting into the business. 
That was his own judgment upon the ability of our own company to 
set up an effectively operating Ripeichan subsidiary. 
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Mr. Gosserr. And there is this to be said. May I just supplement 
his answer. There is this to be said. 

When a finance company owned by a manufacturer is in the busi- 
ness, they are not simply in business for the largest profit. They are 
not there to maintain, solely to maintain, a high rate of profit. 

I think that any of these finance companies could me 8 and they 
have competed to date, and with very high profits. But they can 
compete at any time, and the question is whether they want to con- 
tinue with the high rate of profits or whether they want to get the 
profits down. We find that, as Mr. Yntema said this morning, that 
they will not come down to GMAC prices. If they would, we 
wouldn’t be where we are today. 

Mr. Ynrema. With some exceptions, because there are cases where 
they do meet GMAC rates. 

Mr. McHueu. Mr. Gossett, isn’t it true that to the extent that some 
competitive advantage is gained by this integrated relationship, to 
that extent there has been some restraint of trade upon the ability of 
the independent finance companies to seek this business ¢ 

Mr. Gosserr. I don’t know. There certainly was insufficient evi- 
dence of that here to get a divestiture. The Government spent 10 
years on it and they didn’t get a divestiture. They got a consent de- 
cree, and to the extent that there is unfair competition, Mr. McHugh, 
I think that appropriate action should be taken. 

Mr. McHueu. But in the context of the consent decree, the Govern- 
ment was obliged to show some evidence of coercion or intimidation. 
They apparently didn’t feel they could do that at the time of the trial, 
and settled the decree without divestiture. I am speaking of the 
absence of any coercion or intimidation. 

Mr. Gossett. In the absence of any evidence of coercion, I don’t 
see how there could be any advantage as competitors. 

Mr. McHveu. I think Mr. Yntema indicates that there is some 
advantage. 

Mr. Ynrema. Yes, but not substantial, not sufficient for this com- 
mittee to get worried about. 

Mr. Lackny. Mr. McHugh, as a privately owned finance company 
of a manufacturer, you substantially limit yourself to the products of 
that manufacturer, whereas the other companies have an opportunity 
to compete across the board. So you narrow your market and your 
opportunity. 

Mr. McHveu. Isn’t it true, Mr. Gossett, that under the law if we 
assume that there is some competitive advantage, and to this extent 
somebody’s trade may be restrained, that absent monopolization and 
absent coercion or intimidation, the present antitrust laws do not reach 
that type of situation ? 

Mr. Gosserr. Oh, I don’t agree with that. 

Mr. McHuau. Absent monopolization ? 

Mr. Gossett. Oh, absent monopolization. I think that the anti- 
trust laws deal with results, and inferences, and I think that if it were 
concluded by a court or a jury listening to the evidence that the result 
of the relationship were such as to give General Motors, or whoever 
is involved, undue concentration of power, undue power in the market- 
place, that action would be appropriate. 

I think that the law does not require specific proof of coercion or 
intent to monopolize. I think that if the result is that because of the 
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position of any corporation in the marketplace that they have the 
power to exelude competitors, that the law is broad enough to handle 
the situation. 

Mr. McHveu. There has been testimony by General Motors dealers 
that competitor finance companies were offering them arrangements 
which were more attractive than GMAC, but that, for example, one 
dealer was in the process of seeking a new franchise in a new terri- 
tory, and he is reported to have said that he is not going to risk offend- 
ing the factory for that reason, and therefore he won’t do business 
with the independent finance company. This doesn’t involve any 
coercion ; it doesn’t involve any intimidation. 

Would you say that a court listening to that type of evidence, under 
the present antitrust laws, would hold that this constitutes any viola- 
tion of the law ? 

Mr. Gosserr. I disagree that it doesn’t involve coercion, if he felt 
under some pressure in order to get. his new franchise on the basis of 
something other than his merits, then I think there has been coercion, 
or certs ‘inky undue influence. I think your hypothetical case is wrong. 

Mr. McHvucu. Even though there was none exerted directly by the 
manufacturer ? 

Mr. Gosserr. Yet. I think that even though the manufacturer 
hadn’t said anything, if the dealer reasonably thought that if he didn’t 
take GMAC he might not get a renewal of his franchise, without ref- 
erence to his right to that renewal under all the legal controls he has 
and all the protection he has, ther he must. have felt under coercion. 

Mr. Mc the “cH, It wouldn’t appear the Department of Justice has 
been willing to venture forward on any theories such as that? 

Mr. Gosserr. I am not sure. I think the dealer might very well, if 
he wanted to, proceed in that way. But can’t you imagine, Mr. Me- 
Hugh, a dealer who didn’t want to deal with a finance company say ing 
to him, “You know, I want to deal with you but the factory won't let 
me.’ 

Mr. McHven. That is very possible. 

Mr. Gossett. That is a good excuse, and he may think of that. He 
may employ that excuse w rithout reference to his real reason. 

Mr. McHveu. That is all. 

Senator Kerauver. Mr. Chumbris. 

Mr. Cuumpnris. I have no questions. 

Mr. Gosserr. Mr. Chumbris, may I supplement the record with 
reference to your question of this morning ? There i Q in this room a 
Ford dealer, who is here at some surprise to me. I didn’t know he 
was going to be here, and he passed me a note in regard to the small 
country dealer, and I would like to read that into the record. 

The dealer’s name is Mr. Hayes Tucker. He is a Ford dealer at 
Tuscaloosa, Ala., is that right, Mr. Tucker, and he has a small-town 
dealer’s viewpoint. 

He says: “A factory-sponsored finance company is to the interest of 
many hundreds of marginal dealers as to, one, floor plan cost. and 
availability; two, to give these small marginal de: ulers competitive low 
rates on retail to the benefit of the ultimate consumer, all to the bene- 
fit of small business.” 

Mr. Cuumepris. That is in answer to the quotation I gave to Mr. 
Yntema earlier this morning from the Chevrolet dealer at Allendale. 
N. Dak., is that correct / 





254 AUTO FINANCING LEGISLATION 


Mr. Gossetr. Yes. 

Senator Krerauver. Mr. Peck, any questions ? 

Mr. Peck. Thank you, Mr. Chairman. I just have one brief one: 

Do we understand correctly, Mr. Gossett, that there is no precon- 
ceived or predetermined size which your financing affiliate may have! 

Mr. Gossetr. Yes. We are going to feel our way. 

Mr. Peck. And that from time to time it would grow or change 
with the changing needs through the years? 

Mr. Gosserr. As the needs of our dealers may require. 

Mr. Peck. Thank you very much. 

That is all, Mr. Chairman. 

Senator Kerauver. Dr. Yntema, Mr. Gossett, and Mr. Lackey, we 
appreciate very much your appearance here. 

Sines the meeting this morning, Senator Hart, it is apparent that 
at least one other witness cay . called, and Senator O'Mahoney 
would like the hearings not to be concluded because of this prospect 
so we are going to recess this hearing until some future date. 

Our next hearing is on another matter, legislation concerning the 
Department of Justice, which will be held in room 457 next Tuesday 
morning. We will announce the schedule later on for the other wit- 
nesses who are going to testify. 

Mr. Gosserr. Mr. Chairman, did I understand you to say this 
morning that Mr. Lundell had asked to reappear as a witness here, 
of C.LT.? 

Senator Harr. Is that the gentleman whose statement we received 
for the record ? 

Mr. Peck. Yes, Senator, that is right. 

Senator Keravuver. I understood that he expressed a willingness 
to come back if the subcommittee wanted him to come back. 

Senator Harr. That is right. 

Senator Kerauver. Senator O’Mahoney apparently has some con- 
tact with other witnesses who may want to testify, so we will have to 
leave the matter open to determine if they wish to appear. 

Mr. Yntema. Mr. Chairman, may I express our appreciation for 
the courtesy which you have shown us today. 

Mr. Gossetrr. And I also, Mr. Chairman. 

Senator Keravuver. We will now stand adjourned. 

(Whereupon, at 3:50 p.m., the subcommittee adjourned, subject to 
call of the Chair.) 
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WEDNESDAY, APRIL 15, 1959 


U.S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MoNnoPoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:20 a.m., in the caucus 
room, Old Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Dirksen, and 
Hart. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority; Horace L. Flurry, assist- 
ant counsel ; and Gladys E. Montier, clerk. 

Senator Kerauver. The committee will come to order. 

I want to apologize to the witnesses for being late, but the Con- 
stitutional Amendments Subcommittee, of which I am chairman, 
scheduled a hearing this morning, and I have been there for the be- 
ginning of that hearing. 

I am very glad that we have present today the Senator who is best 
versed on this subject, as he is on antitrust and monopoly matters 
generally, Senator O’Mahoney. Senator O’Mahoney, of course, is 
the sponsor of S. 838, which is one of the two bills we are considering. 

The hearings today and tomorrow are a continuation of hearings 
which were held on February 24 through 27 on Senate bills 838 
and 839. It is expected that these hearings will conclude the pres- 
entation of testimony on these bills, unless someone else asks to be 
heard. 

Both of these bills would prohibit automobile manufacturers from 
engaging in the financing of their automobiles. S. 838 applies also 
to trucks, buses, and off-the-road earth-moving equipment. It ex- 
tends to wholesale and retail financing, whereas S. 839 applies only 
to retail financing. S. 839 further is different from S. 838 in that 
S. 839 would prohibit automobile manufacturers from engaging in 
the insurance business in connection with retail sales of their auto- 
mobiles. 

The subcommittee today and tomorrow will hear a number of 
witnesses who are well qualified to give information to this com- 
mittee: Mr. Paul Jones, Mr. David Cassat, Prof. Donald Turner, 
Mr. Ken Wilson, Mr. L. Walter Lundell, Senator Utterback and 
several others. The designation of their connections and experience 
and qualifications will be made a part of the record at the proper 
place preceding their testimony. 
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Our first witness today is Judge Thurman Arnold, who is well 
known to Senator O’Mahoney and to me, as to all Members of the 
Senate. He is one of our most distinguished authorities on antitrust 
laws and monopoly problems. During his many years as head of the 
Antitrust Division of the Department of Justice, he gained national 
recognition and commendation for his alert and comprehensive en- 
forcement of the antitrust laws. 

I believe it is fair to say that the antitrust program carried out 
under his direction first brought into full recognition the public bene- 
fits flowing from our antitrust laws and their enforcement. It was 
during his administration of those laws that the cases against the “Big 
Three” automobile manufacturers relating to the financing of cars 
by the manufacturers were brought under the Sherman Act. 

I am sure that his broad know ledge and experience in the anti- 
trust field, with specific reference to the subject of these bills, will 
be most helpful to the committee. 

Senator O’Mahoney, do you wish to make any comments before we 
proceed with our witness, Judge Arnold? 

Senator O’Manoney. Mr. Chairman, the only comment I would 
like to make is to express my gratitude for the appearance of Thur- 
man Arnold to give testimony upon this matter. His qualifications 
as an antitrust lawyer are unexceptionable. No one can fail to recog- 
nize his ability in this line, and we are hap y to have his testimony. 

Senator Keravuver. Thank you, Senator O’Mahoney. 

Mr. Arnold, we will be glad to hear from you, You have a state- 
ment, copies of which we have. Any quotation or notes that you do 


not present will be printed in full in the record. We are glad to have 
you with us, and you will proceed, sir. 


STATEMENT OF THURMAN ARNOLD, OF ARNOLD, FORTAS & 
PORTER, WASHINGTON, D.C. 


Mr. Arnotp. Thank you, Senator O'Mahoney and Senator Ke- 
fauver, for those m: usterpieces of understatement with respect to my 
career. 

I have been invited by this committee to present my views on the 
two bills introduced by Senators Kefauver and O’Mahoney for the 
purpose of divorcing the manufacture of automobiles from automo- 
bile financing. I should disclose that I represent a client who is inter- 
ested in those bills and who asked me to give him a legal opinion on 
the question of ownership of finance companies by major automobile 
manufacturers. But also I represent my own personal convictions 
because it was under my administration of the Antitrust Division that 
the indictments against General Motors, Ford, and Chrysler were 
brought. It was under my direction that the consent decrees divest- 
ing Ford and ¢ ‘hrysler from any interest in finance were signed and 
entered and the civil suit for divestiture of General Motors from 
finance was brought. 

It was not the size of General Motors which concerned me in 1938 
when the suits were brought. I have no objection to bigness where 
it is achieved by superior efficiency in manufacturing and distribu- 
tion. In the 19th century, the wealth of nations consisted of material 
capital goods—railroads, ships, factories. Today our vast productive 
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capacity comes primarily not from material things but rather from 
the modern art of industrial organization. The great American busi- 
ness enterprise is a revolutionary new technique ‘of coordin: iting men, 
materials, machinery, science, and psychology. This mighty complex 
of conditioned reflexes, once perfected, rolls along independently of 
personalities, functioning almost automatically. The great American 
business enterprise of today is as different from its 19th-century pro- 
totype as disciplined soldiers are different from a neighborhood gang. 
Chance and accident have been almost entirely eliminated from in- 
dustrial progress. Invention no longer requires a flash of genius, 
Science and industry create new produc ts. We are able to profit from 
the abilities of ordinary individuals, bound together by the new art 
of industrial management. We have learned that the psychology of 
advertising on a colossal scale can sweep aside the resistance of estab- 
lished custom and chi ange the habits and wants of an entire popu- 
lation. 

It is a modern advertising miracle that the American people have 
been educated to demand uneconomic high-fuel consuming monstrosi- 
ties which the European without that education rejects in favor of 
more economical transportation or in the case of luxury cars simpler 
and cleaner lines. The automobile industry has almost eliminated the 
a of efficient transportation from the American consumer’s mind. 

I do not say that this is an evil. I use it only as an illustration of the 
economic power of modern industrial organization. It is not only 

capable of a volume of production undreamed of in the 19th century. 
[t is also capable through organized publicity and practical psye hol- 
ogy of creating a market for this volume when none exinted before. 
All this has been particularly true of the great automobile companies. 

To the extent that the great automobile companies have been cre- 
ating this vast market, they have bestowed unquestioned economic 
benefits on the American economy whether or not these cars are artis- 
tic or economical. In performing that function, I would agree that 
what is good for General Motors is good for the country. It 1s export- 
ing ¢cé :pital to the West and the South because it builds up businesses 
which are dependent upon this product. It puts prosperous dealers 
in the small towns. It increases the credit market and creates oppor- 
tunities for local banks and finance companies. It creates a vast new 
wealth in refining and local wealth in gasoline stations. It creates 
new wealth in paints and all sorts of accessories, The list of eco- 
nomic benefits created for independent businesses, large and small, by 
the creation of this new automobile market could be expanded indefi- 
nitely. 

The evil of the great corporation lies not in its size but in the tem 
tation to use its power over the product which it alone can efficiently 
make to swallow up other businesses which can be carried on locally. 
For example, in the motion picture field at the time that the General 
Motors prosecution was brought the great motion picture companies 
had decided that they would utilize their power over feature films to 
take over local theaters. The aluminum company was using its con- 
trol over metal to take over fabrication which did not require vast in- 
vestments. The same was true of steel. The United States was rap- 
idly becoming a land of absentee ownership. Local dollars were being 
siphoned to New York. Opportunities to build up local capital were 
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rapidly being destroyed. The West and South had become colonies 
of the industrial East. 

The effect of this absorption of local industry dependent on the 
products of big industry can be illustrated in my own experience. 
After the First World War, I entered into the practice of law in 
Laramie, Wyo., a small town but nevertheless a good place for a law- 
yer. There was a local plaster company, there was the Midwest Re- 
fining Co., there was a prosperous local theater owned by a friend of 
mine. Then began that process of destruction of local industry which 
results when a business seeks to utilize its power over its own product 
to enter local fields. The local theater had to sell out to Fox; the Mid- 
west Refining Co. was absorbed by Standard Oil of Indiana. The 
local plaster company became a subsidy of a national concern. 
Laramie became a completely absentee-owned city. There was no wa 
of accumulating local business capital except in the banking field. 
Only last year the town’s largest bank was absorbed by Transamerica. 
Obviously Laramie was becoming no place to practice law and I left. 
All the dollars earned by the business enterprise in Laramie, and in- 
deed in the State, were being funneled off to the financial centers in the 
Fast. 

To have permitted General Motors to use its control over its cars 
to obtain a dominant position in finance would have been inconsistent 
with all of the major suits in the Antitrust Division at the time. I 
was prosecuting the Pullman Co. because it was using its control over 
pullman service to dominate the manufacture of pullman cars. I 
was prosecuting the motion picture companies, the aluminum com- 
panies, the oil companies, for the same reason. 


General Motors was not only destroying competitive credit oppor- 


tunities; it was also putting Ford and Chrysler at a competitive dis- 
advantage the extent of which has been demonstrated by subsequent 
events. Ford and Chrysler had a far weaker position in the finance 
field than General Motors. Ford had only a partial ownership in its 
finance companies and Chrysler only a contract arrangement. 
Though General Motors had less dominance then than it has today it 
was still in the superior position to Ford and Chrysler even when Ford 
and Chrysler had their affiliated finance arrangements. 

Mr. Yntema of Ford appears to be of the opinion that it is a fine 
thing for everybody if General Motors owns OMAC, It is good for 
Ford to be forced to the great expense and difficulty of breaking into 
a new market with its own finance company, in order to put Ford in 
the position of being able to compete with General Motors in the sale 
of automobiles. It would be a bad thing to equalize Ford’s position 
by making GMAC independent. He does not explain satisfactorily 
tome why hethinksso. However, that is his position. 

I suggest that actions speak louder than words. What did Ford 
and Chrysler do in 1939 when confronted with this same problem? 
They rushed to the Department of Justice and voluntarily entered 
into an agreement divesting themselves of any control over their fi- 
nance companies provided that the Department of Justice would di- 
vest General Motors. 

By so doing they gave up a valuable position without a struggle. 
I agree with the testimony of Mr. Yntema of Ford that control over 
a finance company gives the manufacturer who has it the competitive 
advantage over a manufacturer who does not. 
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It is going to take Ford vast expense and years of effort to get back 
the position that they abandoned in 1939. It is impossible to believe 
that Ford’s attorneys advised them that the law was so clear in 1939 
at that time, that the divestiture suit was not worth defending. This 
may have been true with respect to the criminal case, which General 
Motors defended and lost. But the law was not at all clear at that 
time as to the divestiture action. Had Ford and Chrysler taken the 
legal position that the Justice Department ultimately took in 1952, 
all Ford and Chrysler had to do to avoid divestiture was to mend their 
ways and stop overt and blatant coercion. The decisions as they stand 
today, the Du Pont case particularly, make a far clearer case for 
divestiture than they did in 1939. 

Futhermore, Ford and Chrysler knew when they signed the consent 
decree that even if the Government won the divestiture suit against 
General Motors it would take years of litigation before a decree could 
be obtained. During the long period of that litigation they could 
have continued with their finance companies, and had the suit been 
lost by the Government or had the Department changed its position 
as it did in 1952, Ford would not now have to spend millions to re- 
establish their position in automobile financing which they voluntarily 
gave up 

If it be true that Ford believes what it says now—that ownership 
of GMAC by GM together with a lesser participation in the financing 
market by Ford is a good economic situation for Ford, then Ford in 
signing the divestiture decree of 1939 made the most incredible 
blunder in judgment since the charge of the light brigade. 

Of course, we know they did not make such a blunder in 1939. 
Ford must have felt that the preservation of their place in the mar- 


ket required that General Motors be deprived of its dominating poe 


tion in finance and that an independent GMAC operation should be 
available to all companies. There is absolutely no other explanation 
of their haste in divesting themselves of their own finance companies 
and their willingness to undergo a temporary competitive disadvan- 
tage which might last for years until the suit was Set sided but would 
end in freeing automobile finance from the domination of General 
Motors. 

Ford has even waited 7 years after the decree of 1952 during which 
their position has been slipping, in part at least according to Mr. 
Yntema, because of the competitive advantage General Motors has 
with GMAC, before with great reluctance they have decided to under- 
take the difficult and expensive task of regaining a position against far 
tougher competition than they had before they threw that position 
mv in 1939. 

now of no explanation for Ford’s conduct in 1939 except for the 
fact that they then realized that the competitive structure of auto- 
mobile financing and the position of Ford will become substantially 
worse so long as GMAC is owned by General Motors. 

I have no doubt of Mr. Yntema’s personal sincerity in giving the 
testimony he did, but he is not an unbiased witness. He is going 
to be the president of the new finance company. It is a challenge to 
his great ability and I have no doubt he welcomes it. But that this 
is the opinion of the Ford management is impossible to believe. 

What I think has happened is ‘that Ford has given up any hope of 
relief by the Government and that, rather than be. sause they like the 
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situation, is why they are taking the step of forming a new company. 
Indeed Mr. Yntema was hard put to it when he was asked why an 
independent GMAC would not serve Ford better than the small new 
finance company which Ford can now build only at great expense. 
Ford no longer has the advantage of the coercive practices which 
originally gave GMAC its dominating position and which also gave 
Ford such success as it originally had and gave up. Mr. Yntema’s 
answers to questions along this line are almost. impossible to under- 
stand. In the first place, he argues that if GMAC becomes inde- 
pendent it will lower the rates on financing and thus drive all of the 
smaller independents out of business, a possibility which made his 
heart bleed for the independents in spite of the lower rates it would 
give the consumer. The second argument, completely inconsistent 
with the first, is that if GMAC were an independent company, its 
management would become soft. They would no longer try to com- 
pete with the independents by giving lower rates, and the consumer 
would suffer. 

When it was called to his attention that GMAC made $53 million 
last year, more than half as much, in this sideline, as Ford made in its 
entire operation, he could see no advantage in GMAC on account of 
those huge extra profits. It was unthinkable in Mr. Yntema’s view 
that GMAC would even consider utilizing any extra income to assist 
in its competition with Ford. 

If Ford believes, and I think they must, that the combination of the 
largest. industrial corporation in the world and one of the largest 
financial operations in the United States is reducing Ford’s competi- 
tive opportunity, why don’t they attack General Motors? The answer 
is easy. For a great, company like Ford to charge publicly that Gen- 
eral Motors is maintaining an economic and coercive position which 
Ford cannot meet without legislation’ is unthinkable. It flies in the 
face of all business ethics. But I will make any reasonable wager 
that if Ford’s confidential memoranda were examined, they would 
show great anxiety and concern over the ownership of GMAC by 
General Motors. Ford’s actual conduct has been consistent with no 
other theory, regardless of what Mr. Yntema says. Ford has got 
itself into the position of a witness who appeared before the TNEC 
when I was a member of that body. He was a medium-sized manu- 
facturer who always followed the prices set by the leaders in the 
industry. He testified that the industry was full of competition and 
that the prices were competitive. He said that the only reason he 
always followed the prices of the largest manufacturer was because 
he was convinced of the superior wisdom of its management in de- 
termining what was a fair and just competitive price. During the 
recess I called him aside. I told him that I would not use at the 
hearing our conversation, and asked him to tell me frankly what 
would happen if he didn’t follow the prices of the largest manu- 
facturer. “That, Mr. Arnold,” he said, “is something I never expect 
to find out from actual experience.” 

The probability that this applies to Ford and Chrysler today is 
shown by the alacrity with which they rushed into the Department 
of Justice in 1938 and aided the Department in attempting to free the 
industry from the powerful GMAC-GM combination. TI can recall 
few decrees that were so easy to negotiate. As long as they thought 
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they had that protection they were willing to undergo the competitive 
disadvantage, which Mr. Yntema has testified is a very substantial 
one, of not having a finance company. They endured this disadvant- 
age for years, allowing the decree to be renewed against them in spite 
of the unfairness of the Department in insisting that Ford and 
Chrysler be bound when General Motors was not. It was not until 
1946, 8 years after the original decree, that Ford protested to the 
court about the obvious unfairness of that. art ‘angement, which pre- 
vented it from establishing a preferred position with a finance com- 
pany while all this time General Motors was free to do so. In 1946 
the Government, acting with the utmost unfairness to Ford, sought 
to keep Ford bound by the decree in spite of the Government's failure 
liligently to prosecute og GM-GMAC combination. The case which 
the Government had in 1946 against GM-GMAC was presumably 
just as strong or just as week as it was in 1952 when the Government 
threw in the: sponge on the theory that divorcement of these two con- 
cerns was impossible since there was no longer any coercion in the 
form of actual threats. If its 1952 position represents the law, it 
was outrageous for the Department of Justice to keep Ford and 
Chrysler under this considerable handicap clear up to 1952. Ford 
and Chrysler were in an inferior competitive position, as Mr. Yntema 
has testified. 

Ford did not ask for termination of the decree in 1946 but only its 
suspension until the issue of GMAC divestiture was adjudicated. 
Ford and Chrysler did not claim in 1946 that divestment of General 
Motors would be an uneconomic burden on the automobile industry 
which would handicap free enterprise in that field. Their position 
was quite the contrary. The only reason Ford gave at that time for 
objecting to divestiture was that General Motors would not consent. to 
it. In its brief before the Supreme Court of the United States, filed 
in the October term 1946, Ford represented to the court as follows 
(brief, pp. 50-51) : 

The Government believed that it was a violation of the Sherman law for an 
automobile manufacturer merely to own a finance company. It therefore in- 


sisted that the consent decree restrain Ford from acquiring an interest in such a 
company. Ford was not averse to such a restraint— 


that is, a restraint on its not having a finance company— 


if its two principal competitors were similarly restrained. Chrysler Corp., one 
of these competitors, was also willing to consent to such a restraint; but Gen- 
eral Motors, the other and largest competitor (selling as many cars as Ford and 
Chrysler together), was not. [Emphasis supplied.] 

What is Ford’s position today? Mr. Yntema, speaking for Ford, 
says that it is averse to any divestiture of GMAC from GM. It is un- 
economic, a violation of the principle of free enterprise, it will drive 

rates down until all the isdleten alae finance companies are out of 
business. At the same time GMAC will cause rates to go up until 
consumers suffer. The representatives of Ford who signed the con- 
sent decree and were still unopposed to divorcement in 1946 simply 
did not understand the principles of sound economics which Mr. 
Yntema has subsequently discovered. 

Mr. Yntema’s testimony is looking-glass talk. It is necessary to 
hold it up to a mirror to translate it. What he ac tually means is that 
Ford has given up hope that the Department of Justice will protect 
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Ford. With the Department of Justice out of the picture, what is 
good for General Motors has got to be good for Ford whether they 
like it or not. Ford has been forced to abandon its former position 
of not opposing the divorcement of finance companies from automobile 
manufacturers. 

Actually the interests of Ford and Chrysler and the independent 
finance companies are the same. They will both be benefited by the 
passage of either of these bills. Unhampered competition in the 
credit field is what Ford needs rather than the terrific expense of 
building up their own finance companies which will be under a 
perpetual disadvantage in competing with General Motors. 

In testifying about the difficulties which Ford is going to have in 
forming its own finance company, Mr. Yntema is very careful to dis- 
count the effect of the tie-in of GM and GMAC in inducing dealers 
to finance with GMAC. He takes the position that the only reason 
for GMAC’s dominance in the finance field is its superior efficiency. 
He cannot conceive of the notion that a dealer whose life savings are 
tied up in a franchise which can be terminated without any reason 
should be concerned about giving his credit business outside the 
GMAC family. He thinks that Ford, after an indefinite period of 
time when it stops losing money on its own financing company, will be 
able to duplicate the efficiency of GMAC, since all that is involved is 
low interest rates. Influence on the dealers is an irrelevant considera- 
tion. He implies that while of course Ford would be grateful to deal- 
ers who favored its now finance company, that gratitude would never 
express itself in preferred treatment. And furthermore he is con- 
vinced that if nothing is said about the subject and no threats are 
made the dealer would know and recognize Ford’s impartial frame 
of mind. 

Let us examine Ford’s record on this matter. In 1946 Ford was 
trying to get into a position so that it could renew its affiliation with 
CIT or make an affiliation with some other finance company. Ford 
sought to have two provisions of the consent decree of 1938 eliminated. 
One of these provisions prohibited an agent of the manufacturer and 
an agent of CIT from making joint calls upon a dealer or prospective 
dealer for the purpose of influencing him. The other prohibited 
Ford from recommending, endorsing or advertising CIT or another 
finance company. 

The lower court took the same unrealistic position that Mr. Ynetma 
did in his testimony here. It found that GM’s ownership of GMAC 
did not put Ford at a competitive disadvantage merely because of 
that connection. 

At that time Ford, presumably not having consulted Mr. Yntema 
or received the benefit of his sound economic judgment, appealed to 
the Supreme Court. In its brief at that time, Ford had this to say 
(pp. 46-47) : 

XIII. The finding of the lower court that Ford was not under any competi- 
tive disadvantage with General Motors and had not made any showing of com- 
petitive disadvantage was wrong. 

It is admitted by the Government that General Motors Acceptance Corpora- 
tion is a wholly owned subsidiary of General Motors. Ford contends that every 
visit made to a dealer by a representative of GMAC is the equivalent of a joint 
visit. The dealer knows that the representative speaks for General Motors 


as well as GMAC. Similarly every dealer knows that a General Motors repre- 
sentative speaks for GMAC. If a joint visit has any significance, it is because 
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of the implication that the finance company has manufacturer approval. It is 
clear to each General Motors dealer, without any joint visit, that General Motors 
wants him to patronize GMAC, that General Motors recommends GMAC. 
Even if GMAC were not a wholly owned subsidiary, but it were still known as 
the General Motors Acceptance Corporation recommendation would be inherent 
in the name alone. [Emphasis is original.] 


Under these circumstances, it would seem idle to require proof that General 
Motors was making joint visits with GMAC and recommending GMAC. 

The most astonishing thing in my legislative experience is that Mr. 
Yuntema was not—did not know, apparently, of the inconsistent posi- 
tion that Ford took in 1946. 

The question arises, why has Ford changed the position which it 
took in 1946 as to the influence of GM over dealers’ finance ¢ 

What has happened since 1946 to change the situation? The only 
two things I know of that have happened are the following: GM is 
in a much more powerful position with respect to Ford today than 
it was in 1946. And Ford can no longer look for any protection 
from the Department of Justice. Can it be possible that either or 
both of these factors have caused Ford to change its mind and to 
testify that GM’s influence over dealers is today no longer a factor 
of any significance, as it was in 1946? In any event what appeared 
to Ford to be an oppressive combination in 1946 is now a benevolent 
coincidence. 

It is my own belief that Ford and Chrysler, because of the failure 
of the Department of Justice to protect them, have become satellites 
of General Motors. General Motors will let them live as long as they 
do not grow too much at its expense. It is better to send Ford and 
Chrysler to testify against this bill than General Motors, which is 
under investigation by the Department of Justice for monopoly. And 
so Ford and Chrysler appeared before this committee urging it to 
keep General Motors as big as possible and not to take away from it 
the competitive advantages it now has over the smaller companies, 
by virtue of its ownership of GMAC. 

Chrysler’s position is indeed pathetic. It does not now have either 
the courage or the resources to build up a new finance company against 
both General Motors and Ford. It knows that sooner or later it is 
going to have to assume this burden. So the Chrysler representative 
is caught inatrap. He cannot testify as Mr. Yntema does that today 
GMAC constitutes a substantial competitive disadvantage for Chry- 
sler though he must know it does. Such a statement would lead the 
Chrysler stockholders to wonder why Chrysler is not doing some- 
thing about it. 

He can only say that conditions are fine now. GMAC is not 
hurting Chrysler as it is hurting Ford but some time in the future 
things might come to such a place that Chrysler might need its own 
finance companies and it wants to be free to form them at that future 
date, 

Sometimes, heads of great organizations who appear before con- 
gressional committees have too many interests at stake to be able to 
talk frankly and express their own opinions. There are public rela- 

tions, there are political relations, and there are business relations 
that can be jeopardized by some uncautious word. I suggest there- 
fore that there is a possibility, not to be ignored, that Ford and 
Chrysler might feel that the best way to get this bill passed would be 
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for Ford to announce it would have to form a finance company to get 
rid of the competitive disadvantage caused by GMAC aa for Chry- 
sler to suggest that it may be forced to do so in the future. 

What better way could be devised for publicizing the tremendous 
increase of concentrated industrial control over finance which will in- 
evitably happen if General Motors continues to own GMAC, than 
the way Mr. Yntema presented this?) Whether or not this was the 
intended effect of Ford’s announcement, it was certainly the actual 
effect. Had I been advising Mr. Yntema "about what testimony would 
best. show to this committee the absolute necessity for Ford of GMAC 
divorcement I would have told him this: “Don’t tell the committee 
that you are raring to go with your finance company. Instead tell 
them that you are being forced to do it. Emphasize the competitive 
disadvantage that you are now under because of GMAC’s ownership. 
Emphasize ‘the reluctance with which Ford has taken this step. Em- 
phasize the losses Ford will incur over the next 3 or 4 years. Tell 
the committee that it is going to take a long time to get into the finance 
market effectively. Then wind up with the statement that costly or 
not, and whatever the difficulty, Ford is being forced to do it to offset 
the competitive advantages which General Motors now has.” I was 
not asked to advise him but that is, in effect, the way he did testify. 

The effect of Mr. Yntema’s emphasis on Ford’s reluctance and the 
future difficulties it would encounter was to tell the committee that 
Chrysler is going to have a tough time getting into this game but still 
will have to try as soon as they ‘an afford it. So far as the little 
companies are concerned they will never be able to form their finance 
companies, nor will they be able to get equivalent service from the 
independents. In other words, the retention of General Motors’ own- 
ership of GMAC is going to compel further concentration of power 
over finance in the Big Three and put the small companies under a 
permanent disadvantage, whereas divorcement of GMAC would put 
this highly efficient service at the disposal of everyone. 

The situation is not unusual in which smaller companies in a con- 
centrated industry would like to have an antitrust proceeding brought 
but dare not take any action to that end. Only recently a company 
came to me with a problem not entirely dissimilar, though on a much 
smaller scale, than the problem which faces Ford and “Chrysler. I 
suggested an approach to the Department of Justice. The board 
of directors finally turned the suggestion down. It was too danger- 
ous. I understand that today General Motors is permitting its deal- 
ers to sell the Lark and the Rambler and smaller cars which General 
Motors is not now in a position to produce. So long as these cars 
are sold by GM dealers, GMAC finances them. What kind of a posi- 
tion are these smaller automobile companies in when it comes to an 
attack on General Motors’ control of GMAC? 

The largest industrial corporation in the world, dominating both 
the manufacture of automobiles and their finance, may thus direct its 
power over finance against Ford and Chrysler as it is doing now and 
in favor of smaller cars manufactured by small companies. Or it 
can direct this power along some other line whenever it sees fit. It 
is unlikely to have the bad judgment to eliminate all competition. It 
has shown a modicum of restraint in the use of its power over dealers. 
What will develop out of the situation is not a complete monopoly but 
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something in the form of a European cartel, where the dominating 
concern decides the prices and the share of the market each smaller 
concern can have. Now as to the legal situation: 

(1) In my view the combination between General Motors and Gen- 
eral Motors Acceptance Corp. violates every prince iple and policy 
embodied in the Sherman Act and particularly section 7 of the 
Clayton Act. 

(2) Were it not for the procedural obstacle that. has developed due 
to the action of the Department of Justice in entering the decree in 
1952, the suit could be successfully prosecuted. 

(3) Nevertheless, in spite of the illegality of the manufacturer- 
finance combinations which are before this committee, the Govern- 
ment has itself in a procedural trap by virtue of the consent decrees 
of 1952 which make General Motors immune from prosecution. These 
decrees are res adjudicata. They cannot now be altered. Legisla- 
tion is required to make General Motors, Ford, and Chrysler subject 
to the same laws as apply to other American corporations. This is 
not, as is charged, special legislation to treat the automobile com- 
panies differently from other industries. It is rather legislation by 
which the GMAC-GM combination is to become subject to the same 
law as the GM—Du Pont combination which has recently been declared 
illegal. 

I will discuss the above propositions in detail. 

(a) The Sherman Act: 

It is well established that the subsidiary corpor ation may conspire 
with its parent to violate the antitrust laws. This was not clear at 
the time the General Motors suit was brought. In that respect the 
Deparment was breaking new ground when ‘the GM suit was started, 
but this position is cert: ainly supported by the unanimous authority 
today. Kiefer-Stewart Co. v. Jose ph EF. Ne agram & Sons, Ine, | 340 
U.S. 211 (1951)), United Stites v. Timken Roller Bearing Co. (341 
U.S. 593 (1951)). | 

As Ford itself represented to the Supreme Court of the United 
States in 1946, when a GMAC salesman approches a dealer “the rep- 
resentative speaks for General Motors as well as GMAC.” Ford was 
correct in persuading the Supreme Court that this combination be- 
tween the principal and subsidiary was, and therefore still must be, 
a substantial competitive disadvantage to Ford and to Chrysler and 
to the small independent companies. 

A conspiracy in restraint of trade is clearly spelled out in the rela- 
tionship between and the conduct of GM and GMAC. GM controls 
GMAC by virtue of its stockownership. The life and death power 
of GM over its dealers is a coercive influence inducing them to choose 
GMAC even though, since the criminal prosecution, GM has been 
deterred from using this power to its fullest extent. 

As an instance, take the record in this hearing. GMAC filed no 
statement before this committee. GM did file one in which it said: 

In the best interest of the company, GMAC believes that it is desirable for 
the dealer to be responsible on a time sale transaction to a degree sufficient 
to assure that he exercise his judgment, along with that of GMAC, as to the 
credit of the borrower, the collectibility of the account, and the terms of sale. 

In this statement GM is telling its dealers that if they do not 
exercise their judgment along with that of GMAC (not just any 
finance company) they will not be acting in the best interest of the 
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economy in the opinion of GMAC. Does anyone think that this 
opinion was the independent judgment of GMAC? 

As Mr. Justice Brandeis said in his dissenting opinion in American 
Column & Lumber Co. v. United States (257 U.S. 377, 414 (1921)): 


Restraint may be exterted through force or fraud or agreement. It may be 
exerted through moral or through legal obligations; through fear or through 
hope. It may exist, although it is not manifested in any overt act, and even 
though there is no intent to restrain. Words of advice, seemingly innocent 
and perhaps benevolent, may restrain, when uttered under circumstances that 
make advice equivalent to command. For the essence of restraint is power; 
and power may arise merely out of position. Wherever a dominant position has 
been attained, restraint necessarily arises. And when dominance is attained, 
or is sought, through combination—however good the motives or the manners of 
those participating—the Sherman law is violated provided, of course, that the 
restraint be what is called unreasonable. 


I will now describe the situation with respect to section 7 of the 
Clayton Act: 

GMAC should, under section 7 of the Clayton Act, be divorced from 
GM. The Clayton Act prohibits any corporation from acquiring any 
stock in another corporation— 
where in any line of commerce in any section of the country, the effect of such 


acquisition may be substantially to lessen competition, or to tend to create a 
monopoly. 


That the phrase “another corporation” meludes the formation of a 
subsidiary is shown from the proviso contained in the third para- 
graph in section 7 which permits the formation of a subsidiary for 
the purpose of “legitimate * * * extensions” of the business only— 


when the effect of such formation is not to substantially lessen competition. 

The case for dissolution under section 7 may be summarized as 
follows: 

(1) Ownership of the stock of GMAC by GM coupled with the 
integration of the operation of GMAC with GM (the Nation’s largest 
manufacturer and the Nation’s largest auto finance company) gives 
GM a substantial competitive advantage in competing with other 
automobile manufacturers. It also gives GMAC a substantial ad- 
vantage over the other finance companies in competing for GM 
dealers’ financing business. 

(2) A substantial competitive advantage necessarily results in a 
substantial lessening of competition between GM and Ford, Chrysler, 
ete., and between GMAC and the independent finance companies. 

(3) Section 7 says no corporation shall “acquire” the share capital 
of another corporation where the effect “may be to substantially lessen 
competition.” 

(4) GM did “acquire” the shares of GMAC within the meaning of 
section 7. 

The GM-GMAC combination presents a much stronger case for 
divestiture than the GM—Dnu Pont ease. 

Du Ponit’s power to influence GM to favor it in the paint market 
was slight compared with the life or death power GM has to influence 
dealers to favor GMAC in the finance market. Du Pont’s influence 
over GM had not been built up through coercion. GMAC acquired 
its dominance in finance in part through brutal coercive practices. 
Yet we are presented with the incredible anomaly of one court. order, 
entered after a trial, telling Du Pont that its stockownership in GM 
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is illegal, and an absolutely contradictory court order, entered into 
without a trial and by consent of the Government, allowing GM to 
ee its stock in GMAC., 

The case of Ford Motor Company v. United States indicates that 
the GM—GMAC combination is in violation of section 7 of the Clayton 
Act. 

The decree of 1938 had, as Mr. Yntema testified, put Ford and 
Chrysler at a serious competitive disadvantage because GM still re- 
tained its finance company while Ford and Chrysler had given theirs 
up during the period in which the Government was litigating the di- 
vestment suit against GM—GMAC. 

In 1946 in the Ford Motors case, after 8 years of operating under 
this competitive handicap, Ford asked for a suspension—not a re- 
versal of the decree but a suspension—of two provisions of the con- 
sent decree of 1938. First, it wanted to havea C.1.T. (Ford’s former 
affiliate) representative call on the dealers along with a representa- 
tive of Ford in order to persaude them to finance with C.L.T. Second, 
it wanted to advertise recommending its favored company to its deal- 
ers. Both of these practices were forbidden by the 1938 decree. 

Ford claimed that the GM-~GMAC combination placed it under a 
competitive disadvantage. The knowledge of the dealers that GM 
owned GMAC had the effect of a recommendation from GM to use 
GMAC, whether or not the GM and GMAC representatives called 
in pairs. There was no evidence in the record whether or not they 
actually did so. 

The issue was, therefore, squarely before the Court whether the 
mere fact of ownership of GMAC by GM, in the absence of joint calls 
by representatives of both companies, constituted a competitive dis- 
advantage or inequality with respect to Ford. 

Ford claimed it did. It argued that it should not continue under 
that disadvantage while the Government was using dilatory tactics in 
performing its undertaking to divorce GMAC from GM, which under- 
taking was expressly made a condition subsequent to having Ford 
sign the decree. Six and a half years before, in 1942, Chrysler had 
asked for the same relief but had been turned down because the Court 
still believed in that year that the Government was diligent. But. in 
1946 the dilatory tactics of the Government could not be effectively 
denied. It was manifestly unfair to Ford that the competitive dis- 
advantage to it had been unnecessarily prolonged by the Government’s 
failure to prosecute GM. 

To avoid the issue of its lack of diligence, the Department of 
Justice took the surprising and unrealistic position that. the GMAC-— 
GM combination was not in itself any disadvantage to Ford. In doing 
so, the Department repudiated the base on which the suit had orig- 
inally been brought. 

The Department’s position was contrary to all business experience; 
Ford’s position was unassailable. The Supreme Court, rejecting the 
flimsy contention of the Department of Justice, held unequivocally 
that. the GM-GMAC combination per se was an inequality in favor 
of General Motors, whether or not GM and GMAC salesmen made 
joint calls. The majority opinion by four Justices criticized the 
Government’s attempt to preserve the inequality while it delayed the 
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trial of the General Motors divestiture suit. They said (335 U.S. 303, 
322) : 

There has been no such adjudication and successive extensions of the term 
have expired. The crucial fact now is not the degree of actual disadvantage but 
the persistence of an inequality against which the appellants had secured the 


Government’s protection. Yet the Government seeks a change in the express 
terms of the decree which would perpetuate that inequality. 


This holding by the Supreme Court in the Ford Motor case that the 
GM-GMAC combination in itself creates competitive inequality 
would have been dispositives, I think, of the GM divestment suit. 
Every single element required for divestiture under section 7 was 
present. The competitive advantage found by the Supreme Court 
to exist on account of the combination could have no other result than 
to substantially lessen competition between GM, Ford and Chrysler. 
That having been determined, it follows that GM’s continued owner- 
ship of GMAC was illegal. The size of GM and GMAC, both of 
which corporations dominate their respective fields, makes the case 
even stronger. 

Three justices dissented in Ford Motor but their dissent can give 
GM no comfort. The dissent make the position of GM with respect 
to GMAC even worse. The dissenting justices held in effect it was 
unnecessary to wait for an adjudication in the GM—-GMAC case be- 
cause the Ford-C.I.T. combination was illegal on its face. As Mr. 
Justice Black said (335 U.S. at 325) : 

For it is sure, if the undenied allegations of the complaint be accepted, as 
they should be at this stage, that the economic power of Ford over its dealers 
is so great that dealers who desperately need Ford cars will be helpless to resist 
Ford’s “influence” and “persuasion,” whether legalistically called “coercion” 
or not. Due to Ford’s power, what dealer could afford to draw nice distinc- 
tions between “persuasion” and “coercion” — 
and there you had the GM—GMAC divestiture suit won. 

The Ford Motor Co. decision was therefore a complete victory 
for the Government which it won in spite of its efforts to lose it. It 
was Ford, not the Department of Justice, in this case which was at- 
tempting to remove from the automobile industry the competitive ad- 
vantage of the powerful GM—GMAC combination. It did so by stat- 
ing in unequivocal terms that it was not averse to the divorcement 
of automobile manufacturing from automobile financing. It stated 
that it would willingly go along with divestiture if General Motors 
was compelled to do the same. And most important, it succeeded 
in convincing the Court that the mere existence of the GM—GMAC 
combination created a competitive inequality against any automobile 
manufacturer which had no such combination. 

Yet the Department in 1952 threw away the victory it had re- 
luctantly won in the Ford Motor decision. It took a position exactly 
opposite to that of the Supreme Court opinion. It decided that the 
GM-GMAC combination was not in itself a competitive disadvantage 
to Ford and Chrysler. It settled the case by consenting to a decree 
whch was limited to enjoining the coercive practices in the form of 
evpress threats to take away a dealer’s franchise if he did not give 
most of his business to GMAC. 


It is difficult to understand the action of the Department in 1952. 
If the Department had thought, as Mr. Baldridge testified before this 
committee in 1955, that it was going to lose the GM divorcement suit, 
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not because the law was too narrow to cover it, but rather because (I 
quote) : 

“It is merely a question of educating the Court” (R. 3046). Why 
did not the Department dismiss the civil suit? It could then have 
waited for some decision like that in Du Pont-General Motors which 
requires divorcement under those circumstances. The consent decree 
added nothing except immunity forGM. Why give this GM-GMAC 
combination, which Mr. Baldridge admits is “coercive” (R. 3045), a 
complete immunity against the time when the Court did become 
“educated.” 

Senator Kerauver. Judge Arnold, I don’t want to interrupt you, 
but I thought at this point you might identify Mr. Baldridge. 

Mr. Arnovp. Mr. Baldridge was in charge of the GM—GMAC suit 
at the time the consent decree was entered. He was a splendid lawyer 
and one of my close friends, and I appointed him to the Department 
of Justice and I just disagree with him here completely. 

Senator Kerauver. Who was head of the Antitrust Division at that 
time? 

Mr. Arnop. At that time, I have forgotten, that was in 1952, was 
Tom Clark—lI don’t know, I will find that out and put in the record, 
but I have forgotten. 

Mr. McHueu. Graham Morison ? 

Mr. Arnotp. Mr. Clark was already on the bench. 

The record will show, but I had left the Department and so I can’t 
quite remember; that is long after he was on the bench. That would 
be MeGranery. I will check up on that. 

(Mr. Arnold subsequently supplied the following information :) 

Mr. Graham Morison was head of the Antitrust Division at the time that the 
decree was negotiated. It was finally signed shortly after he left when Mr. 
Newell Clapp was Acting Assistant Attorney General. Mr. Morison informs me 
that neither he nor Mr. Clapp had anything to do with the negotiation or ap- 
proval of the decree though Mr. Clapp signed it as a matter of form. This was 
because Mr. Baldridge, who had tried the suit in the Antitrust Division, had be- 


come Assistant Attorney General in charge of the Claims Division. By special 


arrangement Mr. Baldridge took with him the responsibility for the GM proceed- 
ings. 
Mr. McGranery was Attorney General at the time. 


Mr. Arnovp. I don’t know why it happened, but the fact that the 
Department did confer this special privilege on GM earnestly calls 
for correction by this legislation. 

This is something I want to make particularly clear, the effect of 
this decree. 

Although the Ford Motor case indicates that the GM—GMAC com- 
bination violates the law, the Government by granting the consent 
decree in 1952 has rendered General Motors immune from prosecution. 

After terminating the GM—GMAC case by the 1952 decree there is 
now no way either the Department of Justice or the Federal Trade 
Commission may remove the competitive advantage enjoyed by Gen- 
eral Motors by virtue of its combination with GMAC. The consent 
decree is an adjudication of the issues brought before the Court to 
the same extent as an erroneous decree rendered after full trial where 
the Government has declined to appeal. 

Like all other cases where the doctrine of res adjudicata applies, 
the consent decree is binding only on the parties. In an antitrust suit 
brought by private parties, the decree would not be a bar. But the 
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decree stops any further lawsuit by the Government on all the causes 
of action which were in issue in the suit. The reason why General 
Motors is immune from Government prosecution for divorcement of 
GMAC is that it was sued both under the Sherman Act and section 7 
of the Clayton Act. There is no new cause of action which can be 
brought by the Government against GM, seeking its divorcement 
from GMAC. 

To an exceedingly limited extent, changed circumstances justify 
a court of equity in giving additional relief not inconsistent with an 
original consent decree. In other words, if the particular relief given 
does not effectively carry out the purpose of the decree a court of 
equity will in various instances extend relief. But the only purpose 
of the GM~GMAC decree was to enjoin threats of the kind condemned 
in the criminal] suit. The decree does —_ to be adequate for that 
limited purpose. It cannot be amended to include divorcement. 
That issue was settled by the consent judgment which is the law of 
this case. 

The same result would follow a decree obtained after trial. If after 
trial the court had erroneously ruled that divestiture could not be 
obtained either under the Sherman Act or section 7 of the Clayton 
Act, and the Government had failed to appeal, that erroneous ruling 
would become the law of that particular case. It would make the 
GM-GMAC combination immune from prosecution under those sec- 
tions of the statutes relied on in the complaint in the absence of an 
overwhelming change in circumstances. Precisely the same situation 
results from a judgment by consent. 

There is one exception to the immunity of GMAC which I should 
call to this committee’s attention. Recently, the Department of Jus- 
tice announced that it had instituted a broad grand jury investigation 
of General Motors. I do not know the scope of that investigation. 
Presumably, it involves the entire complex of General Motors’ opera- 
tions, including cars, trucks, household appliances, earth-moving 
equipment, diesel locomotives, et cetera. It may be that that investi- 
gation will reveal to the Attorney General that General Motors is 
monopolizing the markets for some or all of these products. In this 
event, the Attorney General may file a suit for dieieokation of the entire 
General Motors Corporation on the ground that it is necessary, as it 
was in the case of the Standard Oil Co., in order to bring about a 
condition in harmony with law. If the Attorney General files a dis- 
solution suit against General Motors of this scope, then the decree in 
the GMAC suit would not constitute a bar or be res judicata to a 
dissolution of GM, including separation of General Motors from 
GMAC. 

In other words, it would be an entirely different cause of action and 
the suit would not be barred. 

Now, there is a very curious paradox in this case, and that is that 
Ford and Chrysler are only given a limited immunity by the amend- 
ment of their consent decrees entered in 1952 to put them in the same 
position as GM with respect to finance affiliates. 

Ford and Chrysler do not have the same immunity on account of 
their consent decrees that General Motors has. This is because the 
suit brought against General Motors included charges of violation 
both of the Sherman Act and section 7 of the Clayton Act. Ford and 
Chrysler were only sued for violation of the Sherman Act. There- 
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fore, if Ford forms the finance company it contemplates it will have 
no immunity under section 7. It will become the duty of either the 
Department of Justice or the Federal Trade Commission to sue Ford 
for divestiture of its new finance company under section 7 of the 
Clayton Act. 

Ford is apparently willing to take a chance that the Department 
of Justice would wink at Ford’s proposed violation of section 7 of 
the Clayton Act and give Ford a oandies immunity than it actually 
has under its decree. As we go to press I concede that this looks like 
a pretty good bet, judging from the present attitude of both the FTC 
and the Department of Justice. Mr. Kintner, General Counsel of the 
Federal Trade Commission, seems opposed to legislation which would 
relieve him of this embarrassing position. He testified that the Com- 
mission opposed the bills on the grounds that they constituted special 
legislation to fit a particular industry. I do not understand that 
objection. The antitrust laws have been amended by special trans- 
portation legislation, labor legislation, agricultural legislation, auto 
dealer legislation and countless other legislation. 

But these bills are not an amendment of the antitrust laws to make 
them apply differently to the automobile industry or the GM-GMAC 
combination than they do to other industries. They attempt only 
to remove a special privilege which now prevents the antitrust law 
from being etieceyd against GM. 

Du Pont’s stock ownership in GM was held to be in violation of 
section 7 in a far weaker case than was the divestment suit against 
General Motors. No other corporation with the power of General 
Motors may lawfully ally itself exclusively to a large financial or- 
ganization where the effect is to impose a competitive handicap on 
smaller manufacturers. 

It would be a grave injustice to the independent finance companies 
as well as to the smaller automobile companies if Ford is allowed to 
violate the law laid down in the Du Pont case. It would cut down 
the free financial market open to independents to a tremendous ex- 
tent. It would increase the disability of the indeepndent smaller 
automobile companies which were so close to being driven out of busi- 
ness. They were saved only because they had the imagination and 
energy to put out a small car which has so much popular appeal that 
GM is letting GM dealers sell it and GMAC finance it. 

But what is going to happen to American Motors, for example, 
when General Motors gets its own small car? Where is American 
Motors, now to some extent being financed by GMAC, going to get 
effective finance for its car in the light of Mr. Yntema’s testimony 
that it is a competitive disadvantage for a company to be compelled 
to deal with an independent instead of its own subsidiary. 

If one of these bills is not passed, the largest company in the auto- 
mobile industry and the dominating industrial concern in the United 
States is going to have a special privilege in finance accorded to no 
one else in the financing field. If Ford and Chrysler should acquire 
their own finance companies they are going to have a limited privilege 
which will be effective only if the Department of Justice and the 
Federal Trade Commission wink at their violation of section 7. 

Now, what is the justification for opposition to this bill ? 

If it be true that GMAC operates more efficiently than the other 
finance companies, that efficiency would not be impaired one whit by 
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the passage of this legislation. I cannot emphasize too strongly that 
the proposed legislation would not affect GMAC’s efficiency m any 
way, except to permit it to bring the benefits of that efficiency to more 
dealers, that is, dealers who don’t deal in GM cars. 

Thus, the bills would permit GMAC to broaden its activities so as 
to finance all manufacturers’ automobiles rather than simply those 
made by General Motors. As a consequence the independent finance 
companies would face even fiercer competition than is now the case. 
The independents do not fear lower competition or rates; they fear 
the coercive influence on the GM dealers which GM can exercise 
through its wholly owned subsidiary, GMAC. 

Now in conclusion, what Ford, Chrysler and General Motors are 
seeking in opposing these bills is the perpetuation of a special im- 
munity from prosecution given to them and them alone: a special 
privilege which cannot be justified on any theory, economic, legal, 
or ethical. 

It is of course true that the independents could bring their own 
yrivate suit in spite of the decree, and I believe that, after years of 
fitigation, they would succeed. The Government’s consent decree 
is not binding upon them as it is on the Government. It is not even 
admissible in evidence in a private suit. 

But if two neighbors living side by side find that one has police pro- 
tection and the other must hire his own policemen, certainly the one 
at a disadvantage should be able to appeal to the city council for 
equal protection under the law. That is all that the independent 
finance companies are asking for at this hearing. These are bills to 
correct an error of the Department of Justice and make the antitrust 
laws apply in the sonra finance field as they do in the field of 
finance in other industries. There can be no justification for the 
special privilege given GM and GMAC by the consent decree. We 
respectfully urge that the Congress remove it by passing one of these 
two bills. 

There are two justifications urged in opposition to these bills. The 
first we have already disposed of; that is, that it is special legislation 
which puts the wotemidin industry in a different category from other 
industries with respect to the antitrust laws. 

The remaining justification is that if General Motors is allowed 
to keep its finance company and Ford is allowed to get itself into a 
similar position this concentration of power will create a great effi- 
ciency which will, in turn, somehow or other be passed on to pur- 
chasers of automobiles. 

In my experience with the antitrust laws, which goes back 20 years, 
I have discovered that in every single case of monopoly or oppres- 
sive combination its defenders have always claimed that the combi- 
nation is more efficient than competition would be, and that this 
alleged efficiency will result in lower consumers’ prices. The idea 
seems to be that when big business controls a segment of American 
industry to such an extent that it may administer the prices instead 
of having them fixed by competition, the consumer benefits. 

For years we have had administered prices in the automobile 
industry. The total and complete lack of benefits to consumers has 
been analyzed so well in the report of this committee dated November 
1, 1958, that. it would be redundant--to repeat it here. The history 
of automobile prices shows constant increases in the face of falling 
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demands, with Ford going up in price when General Motors raises 
its price. 

The complete nonsense of the assertion that concentrated economic 
power leads to lower consumer prices because of increased efficiency 
has nowhere been better shown than in the charts of Gardiner Means 
presented to the Senate Antitrust and Monopoly Subcommittee, a 
copy of which I would like to introduce in the record at this point. 

Senator Kerauver. Without objection, the charts will be printed 
in the record. 

(The charts referred to may be found on p. 5115 of the Hearings 
on Administered Prices Before the Subcommittee on Antitrust and 
Monopoly, pt. 10—Administered Price Inflation: Alternative Public 
Policies, 1959.) 

Mr. Arnotp. These charts compare the wartime inflation with the 
current inflation. In this new inflation, as Mr. Bernard D. Nossiter 
points out in the Washington Post, Sunday, February 8, 1959: 

All the price push comes from the concentrated industries. The competitive 
industries in several cases cut prices—textiles, farm products, miscellaneous. 
And there is logic in this. The period under study, 1953 to October 1958 (the 
last month for which Means got data), was a time of much less than full 
employment. The period spans two recessions (1953-54 and 1957-58). The 
money supply did not zoom upward. 

So, only industries who need not rely on impersonal market forces but have 
considerable control over their prices could make increases stick. And the 
charts show that they did. 

Mr. Woodlief Thomas, economic adviser to the Board of Governors 
of the Federal Reserve System, commenting on Mr. Means’ chart, has 
this to say: 

Objection to administered prices, it may be concluded from these discussions, 
although not precisely stated in any of them, should not be so much that they 
contribute to inflation but that they interfere with the proper functioning of 
the price mechanism and lead eventually to unemployment of resources. 

The 1958 report of this committee proves conclusively the correct- 
ness of Mr. Thomas’ observation. Concentration of economic power 
in any industry means administered prices. Administered prices 
means that as the demand slackens industry runs on less than full 
capacity and prices are raised so that the oligopoly may still make 
a profit in spite of its idle plant capacity. This is precisely opposite 
to the effect of competition. 

Mr. Yntema himself is too honest to deny that competition in 
finance rates will mean lower rates. Specifically he knows very well 
that if GMAC were spun off from GM, Ford would benefit by get- 
ting lower rates. He admits this in his testimony. He says (tran- 
script, p. 601) : 

If I can make one final comment, I think it is quite possible that in the short 


run, if you could get the spinoff of GMAC, in the short run we might get some 
benefit from it. 


But, he says, in spite of the short-run disadvantage to Ford in the 
GM-GMAC combination, in the long run increased concentration of 
economic power in the Big Three oligopoly with its power to admin- 
ister prices is “good for the country.” In his own words (transcript, 
p. 602) : 

We have got a conflict of interest here. The reason I am coming down and 
saying what I am is because in the long run I honestly believe this is not good 
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for the country. In the short run, I think, Senator, just as you pointed out, 
we might get some benefit from it. In the long run, I do not think so, and I 
will try to summarize that in one page and then I am through, sir. 

Here we have unmasked the motives behind the opposition to this 
bill. Ford originally was not averse to decrees separating fiuance 
from manufacturing. It has now deserted that position and come 
out favoring a type of concentration of economic power which goes 
contrary to every principle and policy of both the Sherman Act and 
the Clayton Act. The question is whether this committee will en- 
dorse that monopolistic argument. 

Senator Kerauver. J a Arnold, I want to thank you for a 
thoughtful, carefully prepared statement, which reflects not only your 
vast experience in this subject, but also a great deal of research on 
the particular matter involved. 

I would like to just ask you two or three questions, and then I will 
turn the questioning over to Senator O’ Mahoney. 

We have before us two bills, S. 838 and S. 839. Based on your 
long experience and your great knowledge of antitrust laws and con- 
stitutional law, will you state again your feeling as to the constitu- 
tionality of legislation of this kind ? 

Mr. Arnotp. Well, I would say that if it were an attempt to put 
regulation on a special industry, it certainly would not be unconsti- 
tutional. 

I have a memorandum, and I could submit it to the committee, 
where those cases decided it, but even were it what they charge it to 
be, it would not be a violation of tradition or the principles of the 
antitrust laws and not unconstitutional. 


Substantive due process is a very—in a law that is unconstitu- 
tional—substantive due process is a very rare thing rather than pro- 
cedural in the U.S. Supreme Court, and I would think the constitu- 
tional issue is nothing but a red herring. But these laws are not, as 
I have tried to point out, special legislation treating the automobile 
business different from any other. These are laws to repeal a spe- 
cial immunity which prevents the panes antitrust laws from aon 
u 


ing to the automobile-financing 
Motors. 

Certainly, they are an attempt to make the law apply equally rather 
than to create a new law which applies separately. 

Senator Kerauver. Would you mind submitting the memorandum 
on the constitutionality of laws of this kind to this committee for 
possible inclusion in the record ? 

Mr. Arnotp. Yes. It has not been prepared by me, but it will be 
submitted. 

Senator Kerauver. Without objection it will be printed in the 
record. 

(The memorandum referred to may be found on p. 472.) 

Senator Keravuver. I note at this point that the consent decrees en- 
tered into by the Department of Justice with the various motor com- 
panies have all been printed in the record. 

Mr. Arnovp. I think the brief in the Ford Motors case submitted 
by Ford in which they took the completely opposite position might 
well be in the record. 

Senator Kerauver. Without objection, the brief referred to will 
be made a part of the record. 


siness with respect to General 
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(The brief referred to may be found in the files of the subcom- 
mittee. ) 

Senator Keravuver. I would like to ask you to elaborate a little bit 
more on this matter, Judge Arnold. 

General Motors and Ford, and perhaps even Chrysler—I am not cer- 
tain about this—have undertaken to sell a bill of goods to their deal- 
ers, and also to the purchasers of automobiles and other motor prod- 
ucts, that passage of these bills or legislation of this kind would 
increase the cost of automobiles to the purchasers; that they would 
adversely affect the dealers in that it would make the purchasers pay 
more; and that the interest rate would go up instead of going down. 

You have touched on that subject in your statement, but will you 
give us the benefit of your experience on competition and administered 
prices and its effect on the price that has to be paid by the purchaser? 

Mr. Arnoxp. I know of no situation where administered prices ever 

down. Of course, that is the theory of the cartel system if you get 

1ese industries together they will always charge a fair price, and 

nobody will go broke, and they will have financial security and there- 
fore be able to lower prices. 

It is completely in contradiction not only with the facts, but every 
American tradition. 

With respect to the opinions of some dealers that prices will go up 
if these bills are passed it is my belief that they are under the im- 
pression that GMAC is going to go out of business. I talked to one 
the other day, I won't give his name here in the committee room, and 
he is under the impression that GMAC is going out of business. That 
is the constant impression they got, that these laws mean that there 
will not be any GMAC, that that structure will collapse, and I know 
if you took GMAC out it might have that effect. I don’t think they 
understand the situation at all. 

Senator Kerauver. I want to say, in that connection, I have read 
some of the information put out by General Motors and by Ford. 
They try to leave the impression that this legislation would put 
GMAC out of business. As the author of one of the bills, I want to 
say that I agree with you that it is certainly the intention of the bills 
simply to spin off the finance peenpenent, I want to say further, I 
think when they are spun off, as I think they ought to be, that I will 
certainly go along with some legislation for tax relief, if any adverse 
tax situation is placed upon the stockholders of General Motors by 
virtue of spinning off GMAC. 

There is a bill before the Senate, as we all know, to give tax relief in 
this situation, to stockholders of Du Pont, by virtue of the necessity 
of the divorcement of, or the spinning off, of the holdings of Du Pont 
in General Motors. 

I am glad to have you make that clear. You feel that GMAC 
would not only stay in business but, as you say, give fiercer competi- 
tion than it does at the present time? 

Mr. ARNoLbD. Well, we have Mr. Yntema on that. He admits spin- 
ning off GMAC would be of benefit to Ford in the short run. Then 
he goes off on the longrun benefit to Ford which is the old cartel argu- 
ment. 

The conspiracy, intercorporate conspiracy, is no more clearly illus- 
trated than by the fact that GMAC will today finance no one other 
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than General Motors’ dealers. It is impossible to find an economic 
argument why a great finance company should want to confine itself 
to the dealers of one manufacturer. It doesn’t make any sense at 
all on the lines of efficiency. If it gets all the business it can, it is 
going to be a much more efficient company, and Mr. Yntema admits, 
whether in an unguarded moment or not, that there will be lower 
rates in that last quotation that I read you in my prepared state- 
ment. 

Senator Keravuver. Can you imagine a company, which last year 
made half as much as the whole Ford organization, which made $53 
million, simply going out of business rather than accepting the option 
of being spun off and enlarging its activities? 

Mr. Arnon. I cannot. 

Senator Keravuver. It is contrary to all corporate action and con- 
trary to human nature, is it not ? 

Mr. Arnorp. It is, and further than that, if GMAC were spun off 
[I would immediately want to buy General Motors stock, Feces 
GMAC, unfettered, would be a far more profitable operation than 
it isnow. It is by virtue of its combination of GM eliminating itself 
from half the market for finance, and if you turn it loose, it is going 
to make more money, and if it makes more money as an independent 
I am all for it. 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. Thank you, Mr. Chairman. 

Like you, I want to compliment the witness for this extraordinarily 
clear, succinct and dramatic statement. I think it demonstrates some 
of the misunder standings which are held by some critics of the bills, 


and that it will help to make clear to the public generally the real 
evil of concentrated economic power. 

I want to call your attention to part of your testimony on page 31, 
beginning with the paragraph at the end of page 30: 


These bills are not an amendment of the antitrust laws to make them apply 
differently to the automobile industry or the GM-GMAC combination than they 
do to other industries. They attempt only to remove a special privilege which 
now prevents the antitrust law from being enforced against GM. 

Would you amplify that a little bit in simple statements to make 
it clear what the purpose of this proposed fegisintion is, and how 
it comes about that there is a special privilege which can be overcome 
only by legislation ? 

Mr. Arnotp. The Department of Justice in 1952, for reasons I am 
unable to understand, apparently thought they could not win the 
suit agains; GM-GMAC. Had they dismissed that suit 

Senator O’Manonry. What was that suit? 

Mr. Arnorp. That is the suit for divestiture brought in 1939 against 
GMAC under section 7 of the Clayton Act and under the Sherman 
Act. And Mr. Baldridge testified he didn’t think he could win it. 

You may recall his testimony. “The courts aren’t educated,” he 
said, and so the Department of Justice wanted to dispose of that suit. 

Now, had the Department of Justice dismissed the suit then when 
the Du Pont case came along and made it perfectly clear that an 
acquisition, which took place a long time ago might be judged by its 
competitive effects after that time, the Department could have pro- 
ceeded with a new suit. 
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But instead of dismissing the General Motors suit, they entered 
into a decree by which they made it the law of this case that the 
GM-GMAC combination is permissible. When they entered into that 
decree, Senator, it would be just the same as if I would sue you for 
$10,000, and—I would say the statute of limitations is 20 years and 
your attorney, agreeing through error would say all right, I will admit 
it is 20 years and judgment goes against Senator O'Mahoney. 

Well, even if the statute isn’t 20 years, the judgment cannot be 
attacked if the case will be precedent for no other case but so far as 
the Senator is concerned, he has to pay $10,000. 

Senator O’Manoney. To put it in a simple short sentence, is this 
not the situation which you are describing: that the Department. of 
Justice brought a divestiture suit against General Motors, and then 
abandoned the suit by entering into a consent decree ¢ 

Mr. Arnoxp. I think that is correct, except one footnote. If they 
had just abandoned the suit by dismissal, it wouldn’t have this effect 
of res judicata, but instead of that they didn’t abandon it, they got 
judgment. 

Senator O’Manonry. That, of course, is the fact, and it would 
probably be wrong for me to use the word “abandoned,” but what I 
meant was that the Department of Justice abandoned the process of 
proceeding with the divestiture suit and took a narrower consent 
decree—— 

Mr. Arnorp. That is right. 

Senator O’Manoney. Which permitted GM to maintain ownership 
of GMAC, 

Mr. Arnotp. Correct. 

Senator O’Manoney. At the same time, what was happening to 
Ford and Chrysler? 

Mr. Arnoip. Ford and Chrysler demanded and got similar decrees. 

Senator O’Manoney. Ford and Chrysler were not being prosecuted 
under the Sherman Act, as General Motors was. 

Mr. Arnotp. Yes, Ford and Chrysler had been prosecuted under 
the Sherman Act. They had entered very willingly into consent 
decrees which provided for the divestiture of Ford and Chrysler, 
and they had acquired—they had stood up under that pressure for 8 
years. Then they went into court and they said, “We can’t stand this 
any longer. We don’t want a reversal of those decrees or an amend- 
ment. We just want their suspension until you proceed against 
General Motors.” 

Senator O’Manonry. What I am trying to bring out briefly is that 
the consent decree in the case of General Motors allowed it to main- 
tain its GMAC financing subsidiary. 

Mr. Arnon. Right. 

Senator O’Manoney. Whereas the decrees in the Ford and Chry- 
sler cases did not permit the maintenance of a financing subsidiary. 

Mr. Arnoip. The 1938 decrees did not, but of course when they 
gave GMAC this particular preference, they had to amend the Ford 
and Chrysler 1938 consent decrees in order to put Ford and Chrysler 
in the same position as GM acquired by its 1952 consent decree. 

Senator O’Mauoney. Is that the special privilege to which you 
refer? : 

‘ Mr. Arnotp. The special privilege arises out of the 1952 consent 
ecree. 
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I point out that Ford and Chrysler’s. consent decree, in my legal 
opinion, give them immunity only under the Sherman Act, because 
they were only prosecuted under the Sherman Act. So we have 
anomolous positions so far as the strict law is concerned of Gen- 
eral Motors having complete immunity, and Ford and Chrysler hav- 
ing a partial immunity under the principles of res judicata in this 
consent decree. 

Senator O’Manoney. That is the special privilege, is it not, be- 
cause if Ford were to establish a finance company, the consent de- 
cree in its case would not bar the Government from proceeding 
against it by way of the Clayton Act, section 7 ¢ 

Mr. Arnotp. Right. 

Senator O’Manoney. But on the other hand, that procedure can- 
not be taken against GM. 

Mr. Arnotp. That is right. 

Senator O’Manoney. So that General Motors stands in a preferred 
position because of the manner in which the cases were handled by 
the Vepartment of Justice. 

Mr. ArNowp. Yes. 

Senator O’Manoney. Is it not a fact that the clearcut, easy, simple 
way to correct this special privilege is by legislation ¢ 

Mr. Arnoip. The only way. Not only the clear-cut, simple, easy 
way ; it is the only way. 

Senator O’Manonry. Isn’t it a fact that the spinning off of GMAC 
from General Motors would take nothing from the stockholders of 
General Motors? 

Mr. Arnotp. Well, I am not a financial expert, but I think it would 
add to the stockholders’ equity by giving a GMAC unfettered. 

Senator O’Manonry. Under the legislation which we have be- 
fore this committee, is it not a fact that it would be perfectly simple 
for General Motors to convey the GMAC corporation to the stock- 
holders of General Motors, and abandon the management, so that an 
independent management would be set up, though owned by the same 
stockholders ¢ 

Mr. Arnotp. Yes; I see what you are driving at. It doesn’t pre- 
sent any of the complications in the Du Pont case such as market 
price, and all that. It would be a very simple matter and it would 
not present the complications of the ordinary dissolution suit where 
you are dissolving a big company. 

Senator O’Manoney. And if this legislation—these bills or one 
of them—were enacted into law, would not the result be to give to 
the stockholders of General Motors the thoroughly efficient GMAC 
financing corporation which now is managed by General Motors’ 
managers ¢ 

Mr. Arnoxp. I agree it would. I would add that it would give a 
more efficient GMAC because the GMAC would then not restrict it- 
self to any particular market. 

Senator adaensaien: And the legislation would correct the dilem- 
ma which has been created by the method pursued by the Depart- 
ment of Justice in these cases ¢ 

Mr. Arnotp. Yes, Senator. 

Senator O’Manonry. There was another point I wanted to bring 
up. It seems to have escaped me for the moment. 
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Senator Krerauver. Mr. Dixon, do you have any questions at this 
voint ¢ 

Mr. Drxon. Judge Arnold, on the point that Senator O’Mahoney 
was talking to you about, on the question of res judicata, once a 
consent decree is entered into by the Department of Justice with a 
private defendant, the Department of Justice cannot, on its own 
motion, set that consent decree aside, can it ¢ 

Mr. Arnotp. They cannot. They have got jurisdiction, if the 
decree isn’t performing its —— but on the issues determined by 
the decree, it is just as much a judgment as a judgment against you 
and me. 

Mr. Drxon. It would take the willing consent of the General Motors 
Corp. for that consent decree to be set aside ¢ 

Mr. Arnon. Yes, it would. 

Mr. Dixon. You would not expect them to give such consent? 

Mr. Arnorp. I have not studied that matter. 

Senator Kerauver. Let the record show that is an academic ques- 
tion. [Laughter.] 

Mr. Dixon. You made the difference very clear between the Ford 
and Chrysler suits and the General Motors suit. There was no 
charge of violation of section 7 of the Clayton Act in the General 
Motors case. Although the Justice Department could proceed against 
the Ford Motor Co. if Ford acquired a going finance company, it 
would not be very easy for them to explain that to Congress or to 
anyone else, would it? 

Mr, Arnorp. Well, they could only explain to Congress that to 
enforce the law against Ford after they had given immunity to GM 
would be unjust. 

Mr. Drxon. They cannot proceed against General Motors, so how 
could they explain doing anything against Ford? 


Mr. Arnorp. As a practical proposition they wouldn’t do it. It 
would be unfair. 


Mr. Dixon. That was my point. 

Mr. Arnotp. Although, may I add, in the dissenting opinion of 
the Ford Motors case, in a dissent of three judges of the Supreme 
Court, they said in effect, “Unfair or not, the Ford finance combina- 
tion is a violation of law on its face, whether or not the Department 
prosecutes General Motors.” 

Mr. McHvuen. Judge Arnold, you suggested that the present con- 
sent decree against GM—GMAC might not be a bar to an additional 
prosecution by the Department of Justice on some theory they may 
now be operating under, in the matter now pending before the grand 
jury in New York. 

Mr. Arnorp. I do. 

Mr. McHvcn. Could you suggest for the benefit of the committee 
what the breadth of such a theory would be, and what some of the 
difficulties may be in the preparation, the presentation and the even- 
tual prosecution of such a suit ? 

Mr. Arnotp. Well, it would be a Standard Oil suit. It would be 
a suit saying that this dominance has got so great that it must be 
dissolved, and the enormous amount of preparation and the length of 
time of such a suit can only be understood by somebody who has 
gone through it. It would be a matter of years and years and years, 
unquestionably ; statistics to be covered. 
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The committee knows it well because the committee has gotten out 
one of the best.reports I have ever seen on the automobile industry, 
and if you wanted me to give you a theory, you have got the theory of 
the suit right in your 1958 report. 

Mr. McHveu. In the meantime, during all this period of time 
before the matter is finally adjudicated by the Supreme Court, GMAC 
would be possessing this competitive advantage over the other two 
manufacturers. 

Mr. Arnoxp. It would. 

Mr. McHueu. One other question, Judge Arnold: 

You spoke of these high profits which GM gets from its ownership 
of GMAC, as a result of the operation of GMAC. 

Are there any other competitive advantages which might accrue 
to a car manufacturer as a result of its ownership of a finance affiliate ? 

Mr. Arnoxp. I think the fundamental competitive advantage is 
the fact that the slightest hint is enough to swing all the dealers in 
line. Their acquisition costs are less and they have got a ready-made 
market. Of course, another competitive advantage that GM gets is 
the fact that they have built up through coercion their position. 

just rolls along automatically. 


They don’t have to do anything more; it) 
Mr. Yntema testified at some length about the difficulty that Ford 


is going to have and the expense it is going to have to go through to 
make up for its lost competitive advantage. 

Mr. McHven. That is all, Mr. Chairman. 

Senator Kerauver. Mr. Chumbris. 

Mr. Cuumertis. Judge Arnold, the record shows that GMAC has 
lost some financing to banks where they have a much lower interest 
rate, I think approximately 4 percent rather than 6 percent that the 


finance companies are giving. 

Do you think that if the independent finance companies reduce their 
interest. rates to 4 percent like the banks do, GMAC would lose some 
of that business to those independent finance companies? 

Mr. Arnotp. GMAC is in a position where it will determine itself 
how much of the business they want and get. I don’t think they will 
take it all. I mean, I think it would be very unwise, but suppose you 
are a motor dealer, and a GMAC representative comes in and he 
calls you by your first name, he is very cordial, invites you out to 
lunch. The next time he comes in he is very distant, maybe he slams 
the door, and you think, “What's the trouble with Harry? He isn’t 
so friendly as he used to be. What have I done?” And something 
sticks out in his mind; he has given a big block of financing to some- 
body else. 

There will never be a threat in the picture, never. But that fellow 
will search his own conscience, and you can’t introduce into evidence 
expressions on people’s faces. That is the situation. So General Mo- 
tors can have just as much as it wants. 

Mr. Cuumeris. The point I was going to bring out is the benefit to 
the purchaser of an automobile, that, in your view, the competition 
between the different finance companies, as far as price and service, 
is not as important as the relationship between General Motors and 
GMAC. 

Mr. Arnorp. I think it will not make a particle of difference to the 
cost of the consumer. Although I am not an expert, if you go to buy 
a new car, and I have tried it, and if the trade-in value is of very great 
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significance, the dealer will fix his finance so that you can have a 
bigger trade-iri value and take. it from the profit of finance. If the 
monthly payment is more significant, the dealer will arrange the 
package with that end in view. 

If you can get credit at the bank and sign a note at the bank, that 
type of competition these finance companies can’t compete with. 

But we are talking now about the a of paper, rather than a loan, 
by a bank to a depositor. I don’t think that has any effect on the 
price of a car or how the car is sold. 

Four years ago I bought a Ford, and I had an old Chevrolet, and 
I didn’t care which I w anted, a Ford or Chevrolet, and I went back 
and forth between the two dealers and finally the Ford dealer gave 
me a little more than the Chevrolet dealer thought he could afford, 
and finally I bought the Ford. I didn’t have to finance the car; I had 
enough money to pay for it, but had I been financing it with the 
Chevrolet dealer, he would have had a little more trade-in value to 
give me because he could have taken it out of his fee on the financing. 

But it is a highly competitive market between these cars, not so 
much between the companies, as between the dealers. The eee 
are put under pressure to give the highest trade-in value, et ceter: 
and the financing has, in my judgment, nothing to do with the pr ice 
of cars. You don’t see General Motors’ cars going down on account 
of this financing. 

Mr. Cuumpris. That is just the point. In one sense you have stated 
that because of administered prices, these concentrated industries 
have kept the price higher than it would be if it were strictly on a 
competitive level. At the same time you bring into the discussion 
that if GMAC is spun off, it would then compete for more business, 
and if it gives a better rate, it would get more business. But Mr. 
Yntema, in his statement, says there is nothing to stop GMAC from 
becoming self-satisfied and saying that it will just go ahead and join 
the other companies and go to the higher level and make a bigger 
profit rather than being competitive. 

I am looking at it from the point of view of its effect on a purchaser. 

Mr. Arnoxp. In the first place, I do not think the alleged high level 
of finance costs charged by independents actually exists. I am not 
competent to testify about that, but I have consulted with a lot of 
people about it. i don't think there is a high level there. Mr. 
Yntema knows perfectly well that the General Motors, GMAC, would 
not go soft, it would be an aggressive company, because he testifies 
“J will admit in the short run we would get benefit out of it.” So he 
knows perfectly well GMAC charges are not going up. It would be 
insane. Finance is a highly competitive business, and prices are not 
administered. Even the small companies can get their share. This 
is no place for GMAC to go soft. 

If GMAC did go soft after it was spun off, you would find the other 
companies g getting most of their business. 

Mr. Cuumerts. In the small-loan investigation conducted by Sena- 
tor Langer he found that in giving small loans many of the sm: all-loan 
companies have affiliate insurance: companies and there are tie-ins; if 
they don’t make the higher interest rate on the small loan, they make 
it from the high charges for insurance. 

There has been testimony that there are certain tie-ins with insur- 
ances on auto financing. 
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How is the purchaser going to be protected in this instance where 
the record shows that GMAC does not have as many insurance affili- 
ates and so forth that independent finance companies have? 

Mr. Arnoip. Well, protect it the only way you can protect a person, 
and that is through competitive influences. 

I suppose that you can get stung by anybody, you can pay too much 
for your money. The illusion is, however, that 1f you put them all in 
a concentrated pot, you will get lower prices. That is a complete 
illusion. 

Of course, the public is, I think, somewhat uneducated in interest 
rates. But the fellow who is dealing with this paper is not the unedu- 
cated public. He is the dealer, and he knows just exactly which side 
his bread is buttered on, and he wants a package of inducements by 
which he can sell his cars. 

Now, the public, many of them, want a high resale value, and they 
say, “Well, on $150 I am paying a little extra interest, but who cares? 
I have got 3 years to do it, and it is much more convenient to get a 
high resale value,” so he will make that judgment. I don’t think that 
would be an uninformed judgment. 

Now, of course, the purchaser might go to a bank, or he might pre- 
fer to pay a little more interest to get a higher trade-in value for his 
ear. 

I do not think this is a loan-shark business. If you want my opin- 
ion, not as an expert, I do not think that the automobile financing com- 
panies are engaged in loan-shark predatory practices. I think the 
were prior to the formation of these great finance companies, But 
do not think you have that problem here at all. 

Mr. Cuumpris. I did not want to intimate that the independent auto 
finance companies were in the class of loan sharks. The only 
thing was that Mr. Yntema—and he is with Ford and not General 
Motors—was showing how a person who financed through General 
Motors was getting a better break on insurance. He used actual 
figures. Senator Carroll inquired of him in detail and he actually 
showed in dollars and cents, referring to fringe matters, where the 

erson who bought through General Motors was getting a greater 
yenefit. It is that very small amount which could run con $65 to 
$150 per car, according to Mr. Yntema’s testimony. 

Mr. Arnoip. Well, his testimony is so inconsistent because he first 
starts out by saying that GMAC is going to drive everybody out of 
the finance business because they can’t compete with GMAC. He 
seems to think GMAC will lower the rates generally. Then he turns 
around and says GMAC is going to go soft, and all the rates are 
going up. He says that in the consumer finance field everybody is 
ignorant and nobody knows what rates they are paying. It seems 
to me that all of those positions are inconsistent. He jumps from 
one to the other, but my own belief is that he is right in his final 
conclusion, that rates are going down, if GMAC is independent and 
that it may be that GMAC will drive some companies out of business. 

We are willing to accept that risk, that competitive risk. But I 
would think that Mr. Yntema is more right in the assumption that 
an independent GMAC would bring rates down than these leaps in 
the dark about the rates going up. 

Mr. Cuumeris. Thank you very much, Judge. 
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Mr. Drxon. Mr. Chairman, before we leave this point, I would like 
to ask Judge Arnold to comment on it. I think a bit of confusion 
presently exists in the record on this point, Judge. As I understand 
the automobile financing business as it is ordinarily operated, the 
dealer is the person who sets the interest rates? 

Mr. Arnotp. That is right. 

Mr. Drxon. Then the finance company buys the paper. 

I would hope before these hearings are over that we find out 
whether or not the price that is paid by GMAC is substantially dif- 
ferent from the price that is paid by other finance companies, 

Mr. Arnotp. You are going to find out it is not—not from me, be- 
cause I do not know——but I have read some of the statements that 
are going in, and that, I think, is going to be presented. 

Mr. Drxon. So on that point, when Mr. Yntema talks about the fact 
that the consumer will have to pay more, how can GMAC or any 
other finance company determine what the consumer is going to pay, 
if the dealer sets the price originally ? 

Mr. Arnoxp. You put it very well; that is what I was trying to say. 

Mr. Cuumpris. But the point is this, Judge, if I want to buy a car, 
the dealer sells me a new car and he makes up the contract. I look 
over the contract and I see that interest on the $2,000 or $2,500 car is, 
say, $400; then he has insurance in the amount of $250. So I say I 
will think about, and I go to my bank and they say, “We will give 
it to you for 4 percent, and the interest will be $198,” and so I save 
money. I go to the bank and the bank will give me the loan there. 
Then I go to my insurance company and say, “I want coverage for 18 
months or 24 months,” and they will say that the charge is so much. 


I find out that I can save $150 on insurance if I get it from them 
instead of from the dealer. I go to the bank and pay the dealer off 
and buy the car and make my own arrangements, and that is the point. 
Mr. Arnovp. That is not interfering in any possible way with the 
business of purchase of installment paper. 
Mr. Cuumpnris. That is where re charge is, whether it is an 


independent finance company or GMAC or whether it is the bank. 

Mr. Arnotp. That does not interfere with it in any way. 

If you have got credit from the bank, you are much better off in 
going to the bank and borrowing money. But a lot of people want 
to preserve their bank credit. 

fy wife and I wanted a new car and we wanted to have a trade-in 
on a 1955 Cadillac for the new Cadillac. 

We looked at the new Cadillac and it was just too big. He said, 
“Tf you want a better trade-in value, why don’t you finance with us.” 

So I would have made a conscious choice. I would have said to my- 
self, “I will have 3 years to pay. I will have a present cash advan- 
tage and a better trade-in value. It will cost me more money in the 
end, but we will put it down in a monthly payment, I will not be 
tied up in the bank, If I need an emergency loan for credit, illness, 
it won’t disturb that source of credit, and I would just like to get 
the extra trade-in value for the car and get it on the 3 years.” 

Now, the dealer might, of course, lie to the customer, but for that, 
you had better pass legislation relating to dealers. They are the 
people who control the situation, as Mr. Dixon just said. 
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Senator O’Manoney. Mr. Chairman, may I intervene at this 


oint ? 
5 I think it is very easy to get away from the heart of this question 
and I would like to try to bring it back. r 

My interest in this legislation is primarily based upon my conyie. 
tion that the power of ee commerce is passing out of the 
hands of Congress. The courts and the Department of Justice cannot 
exercise it because it cannot cover all of the cases that arise. 

When the Constitution was drafted, it provided that Congres 
should have the power to regulate commerce. What that commerre 
was everybody knew at the time, namely, it was commerce among 
the States, with foreign nations, and with the Indian tribes. 


ell 
TT 


In our times, because of the improvements of transportation and | 


communication, commerce, in the constitutional sense, has been oe. 
cupying a much greater portion of the total commerce carried on by 
the people and the various corporations of the country. : 

If Congress does not regulate commerce, there is no protection for 
the people, because the Department of Justice cannot adequately regu. 
late commerce by prosecutions when, in most cases, the real need js 
for legislation which will be guided by the changing conditions of 
the times. 

How long were you head of the Antitrust Division of the Depart- 
ment of Justice, Judge Arnold? 

Mr. Arnowp. Five years. 

Senator O’Manoney. How long were you on the Court of Appeals 
in the District of Columbia ? 

Mr. Arnotp. Three. 

Senator O’Manonry. You were on the Temporary National Eeo- 
nomic Committee, representing the Department of Justice ? 

Mr. Arnon. Yes, I was. 

Senator O’Manonry. Was there any disagreement with the conclu. 
sion of that committee that the concentration of economic power was 
bad for free enterprise ? 

Mr. Arnowp. Not any, even from the people like Senator King, 
who I expected would be hostile. You remember Senator King, Re- 
publican from Utah? There wasn’t any, not even from him. 

Senator O’Manonry. There was no disagreement about. that prin- 
ciple at all ? 

Mr. Arnotp. None whatever. 

Senator O’Manoney. Is it not the fact that, through your experi- 
ence in the Department of Justice, on the bench, and on the Ten- 
porary National Economic Committee, you have had an unusual 
opportunity to study the concentration of economic power, is that not 
the fact ? 

Mr. Arnotp. Well, I think because of TNEC and the Department 
of Justice, yes. 

Senator O’Manoney. In the automobile industry there is no doubt 
that there has been a concentration of control in private hands? 

Mr. Arnot. There cannot be; there cannot be any doubt, I mean. 

Senator O’Manoney. Is it not a fact that the number of manufac- 
turing companies making automobiles for the people of the United 
States and the businesses of the United States has been steadily falling 
in number ? 
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Mr. Arnon. Yes. 

Senator O’Manonry. Competition has been disappearing among 
the manufacturers ¢ 

Mr. Arnotp. Yes. 

Senator O’Mauoney. Is it not a fact that the ownership by Gen- 
eral Motors of GMAC has been an instrument by which its extra- 
ordinary dominance in the field of manufacturing automobiles has 
become so great ? 

Mr. Arnotp. Mr. Yntema so testified, and I agree with him. 

Senator O’Manoney. Does anybody deny it? 

Mr, Arnon. No. 

Senator O’Manoney. Is it not a fact that at this moment General 
Motors is in a position to regulate the automobile manufacturing in- 
dustry by deciding to what extent Ford and Chrysler or any other 
group may compete with General Motors? 

Mr. Arnon. It 1s. 

Senator O’Manonry. That is a decision made by private managers, 
is it not? 

Mr. Arnotp. Yes. 

Senator O’Manoney. If that is permitted to go on, does it not need 
the application by Congress of its constitutional power to regulate 
commerce 4 

Mr. Arnovp. I would agree. 

Senator O’Mauoney. Is it not also a fact that in this industry the 
ownership by General Motors of its financing subsidiary not only 
works to the disadvantage of competing manufacturers, but also 
works to the disadvantage of competing finance companies? 

Mr. Arnotp. Yes, and competing dealers. 

Senator O’Manoney. And competing dealers. 

The question before this committee, therefore, is a question as to 
what action it should take if it is convinced that concentration of in- 
dustry is bad for competition. 

Mr. Arnotp. That is correct. 

Senator O’Manoney. If we believe that competition in industry is 
good, and we want to nurture it and support it, does it not follow 
that by promoting it we are helping free enterprise ? 

Mr. Arnoxp. It does follow. 

Senator O’Manoney. Is it not also a fact that by stimulating com- 
petition and free enterprise we are avoiding the concentration of 
power in Government ? 

Mr. Arnotp. That is correct. 

Senator O’Manoney. Is it not a fact that the GMAC corporation, 
wholly owned by General Motors, has been one of its chief instru- 
ments in gaining the position that it now occupies? 

Mr. Arnon. It certainly has been an instrument. 

Senator O’Manonry. And is it not a fact that if we say, as a mat- 
ter of law, to the automobile industry that the finance corporation 
may not be owned by the manufacturer, we are aiding competition 
and aiding free enterprise ? 

Mr. Arnotp. Yes, it is clear, and again I say that is what Mr. 
Yntema said. He said it would be of benefit to all. 

Senator O’Manonry. Certainly. 
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I do not think there is any doubt that the reason Ford is changi 
its position is that it has given up the hope that freedom of comps 
tition in the industry can be obtained through the courts. 

Mr. Arnotp. I do not think they would admit it, but that is in m 
very distinct belief, the reason they changed their mind. ’ 

Senator O’Manoney. Do you know of any reason, legal or consti. 
tutional, that the Congress should not enact a law of this kind in the 
automobile industry without going into any other industry at all} 

Mr. Arnotp. I know of none. 

Senator O’Manoney. Thank you very much. 

Senator Kerauver. Mr. Chumbris, have you finished ? 

Mr. Cuumpris. Yes. 

Senator Kerauver. Mr. Peck? 

Mr. Peck. I have no questions to ask of Judge Arnold, but I haye 
been asked to offer for introduction into the record an editorial dated 
Saturday, March 7, 1959, contained in a newspaper which is labeled 
“The Ford Facts,” published by Ford local 600 of the UAW. 

Mr. Chairman, this is offered for the record. 

Senator Kerauver. The editorial will be made a part of the record, 
It isan article which speaks for itself. 

(The document referred to will be found on p. 596.) 

Senator Kerauver. Judge Arnold, again let us thank you for the 
contribution you have made and to your thinking about this im- 
portant problem. 

I want to apologize to some of the witnesses for having more wit- 
nesses scheduled than we are going to be able to hear today. I w- 
derstand Mr. Mullins is here and that he has to leave town this 
afternoon. So if there is no objection we will hear Mr. Mullins at 
2:30, and then, Mr. Dixon, what other witnesses do we have? 

Mr. Dixon. Mr. Grindle may be ready to appear. 

Senator Kerauver. We will meet at 2:30 this afternoon and hear 
Mr. Mullins and as many other witnesses as possible. 

We will stand in recess until that time. 

(Thereupon, at 12:20 p.m., the subcommittee recessed to reconvene 
at 2:30 p.m., of the same day.) 


AFTERNOON SESSION 


Senator Krerauver. The committee will come to order. The Chair 
notes with much pleasure Senator Hart’s presence. 

Senator Harr. I apologize for my absence this morning but I at- 
tended the regular meeting of the Committee on Agriculture. 


Senator Keravuver. I understand, Senator Hart, that you can’t be | 
at two places at the same time but you have been faithful in your | 


attendance here and we appreciate it. 

Our first witness this afternoon is Mr. R. L. Mullins. 

Mr. Mullins is the president of the Wolfe City National Bank 
of Wolfe City, Tex., and chairman of the Legislative Committee of 
the Independent Bankers Association. 

Mr. Mullins, we are glad to have you with us. 

Mr. Muturs. Thank you, sir. 

Senator Keravuver. I have a copy of your brief statement. Do 
you have a copy? 
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Mr. Motus. Yes, sir, I have one. The letter service that is mak- 
ing mimeographed copies seems to be a little late, Senator. They 
promised them by 2:30 but they haven’t gotten them here yet. 

Senator Kurauver. We will pass them around when they arrive. 
All right, Mr. Mullins, will you proceed, sir? 


STATEMENT OF R. L. MULLINS, CHAIRMAN, LEGISLATIVE COM- 
MITTEE, INDEPENDENT BANKERS ASSOCIATION OF AMERICA, 
AND PRESIDENT, WOLFE CITY (TEX.) NATIONAL BANK 


Mr. Mutirs. My name is R. L. Mullins. I am past president 
of the Independent Bankers Association of America and presently 
chairman of the Legislative Committee of that association. The 
Independent Bankers Association is composed of 5,500 locally owned 
and operated community banks. I am also president of the Wolfe 
City National Bank, Wolfe City, Tex., located about 70 miles north- 
east of Dallas. ander 

For several years our association 

Senator Keravuver. Tell us a little more about the Independent 
Bankers Association. 

Mr. Muuurns. The Independent Bankers Association is a grass- 
roots organization, Senator. We don‘t exclude larger banks from 
membership, but it is mostly the small banks of the Nation, organ- 
ized to have a voice in banking affairs in general, and that they might 
be heard and not excluded by larger organizations. 

Senator Kerauver. Do you have members all over the United 
States ? 

Mr. Muuurns. In every State, yes, sir, in all of the 11 Federal Re- 
serve districts except the 12th district which has its own independent 
bankers association. 

Senator Kerauver. Is there another bankers’ association ? 

Mr. Muturns. There is the American Bankers Association, yes, sir. 

Senator Kerauver. And your members may be members of the 
American Bankers Association or may not? 

Mr. Muutins. They may be members of both at their pleasure, yes, 
sir. 

Senator Kerauver. But you speak from the viewpoint of the me- 
dium- or small-sized banks ? 

Mr. Muuurns. That is correct. 

Senator Kerauver. These are regular banks, not any special kind 
of banks? 

Mr. Mutuins. Oh, they are State chartered and national chartered, 
members of the Federal Reserve System. There is no specification 
about that. No one is excluded. 

Senator Kerauver. All right, sir. 

Mr. Muttrvs. For several years our association has watched with 
increasing alarm the concentration of economic power in the hands 
of large corporations. We have consistently opposed monopoly bank- 
ing in its several forms and we are interested in the legislation before 
this committee which would divorce the automobile financing of in- 
stallment papers from the manufacturer of automobiles. 
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I know very well what is the local situation in my own commun} 
with reference to the financing of retail automobile paper. In regen} 
years it has been almost impossible to obtain automobile retail Paper 
from General Motors dealers. Only in rare instances is a borrower 
able to place his paper with our bank even if he wants to do so, 

We have tried to work with General Motors dealers, but find it g}. 
most impossible to doso. The only paper placed at our bank through 
General Motors dealers is what we call irregular paper. By the 
word “irregular” I mean paper that does not fit into the usual pay- 
ment schedules offered by finance companies. 

I would be glad to enlarge upon that if you would like for me to 

Senator Keravuver. Suppose you do. What do you mean? 

Mr. Mutrrins. Well, in most farming communities and in commn. 
nities where their income is from livestock and especially specialty 


crops and things like that, farmers sometimes have certain periods | 
of the year when their income is higher than it is—it is not like q 


salaried man. The income is not regular as a salaried man. In oy 
particular community he has income in June and he has it in August 
and he has it in October, and he might say to a dealer “I would like 
to buy this automobile. I would like to make the payments moderate 
for three months and then heavy for three months and then pay it 
all off at the end of 7 months” or something like that. 

It would be an irregular schedule as distinguished from a salaried 
person buying a car on 12, 24, 30 or 36 months, because his income 
is really irregular. That is what we call irregular paper. 

Senator Keravuver. That doesn’t fit into the same monthly instal. 
ment plan of GMAC? 

Mr. Motus. It doesn’t generally. I don’t know of any finance 
companies that carry what I am calling irregular paper. 

Senator Kreravuver. So you get that paper because nobody else wants 
it, is that it? 

Mr. Motuins. That is right. They bring it to us. The General 
Motors dealers bring us some irregular paper and say, “I will handle 
this irregular paper if you will favor us with some of the regular 
paper,” but the regular paper never comes through. Promises don’t 
materialize; we have therefore quit handling these irregular deals, 
We advertised in the local papers and use other media to let our cus- 
tomers know that we actively seek automobile loans. When I knew 
that I was to appear before this committee, I sought to refresh my 


IT 


memory in the general area under consideration. I placed 16 tele | 


phone calls to bankers whom I knew and from whom I sought infor- 
mation with reference to automobile financing in their communities. 
I completed 12 or 13 of these calls, and found that the experience of 
these bankers was generally the same as mine. All had great diff- 
culty in securing automobile paper from and through General Motors 
dealers. All said that their charges were no more than GMAC 
charges and that in most cases they were less, and they still did not 
get the paper. 

Senator Krrauver. While you are at that point, suppose you tell us 
more about it. Do you and these other independent bankers charge 
more or less than GMAC charges? 

Mr. Mutts. Well, in my community and in all of these gentle- 
men’s I talk to and countless others that I know about, they would be 
glad to finance on the GMAC charges. 
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Senator Keravver. Is that the charge that is set by the dealer ? 

Mr. Muuiins. Yes. We would be glad to make them at that figure, 
and we quite often make them at less. 

Senator Kerauver. That includes not only the automobiles financed 
to an individual purchaser but the floor financing for the dealer too? 

Mr. Muutins. Oh, yes. Some banks object to floor financing, but 
most of them that I talked to will grant wholesale credit to a dealer. 

Senator Kerauver. How large is Wolfe City, Tex. ? 

Mr. Mourns. Wolfe City, Tex., is a town of 2,000 people, sir. 

Senator Kerauver. You do have information generally that the in- 
dependent bankers generally all over the United States are willing to 
handle this paper at the same charge or less than GMAC? 

Mr. Mutuiys. Yes, sir; I have that information. I can hardly 
speak for 5,500. There might be some fellow in some remote area who 
would not do that, but all I have contacted, all that I know, would be 
glad to do it. : : ; 

Senator Kerauver. How long have you been in the banking busi- 
ness ? 

Mr. Mutts. Forty-two years. 

Senator Kerauver. All right, sir. 

Mr. Muturns. All of these gentlemen I contacted, all grant the same 
terms, that is the same length, extension of credit, except one banker 
who said that he was reluctant to make an automobile note longer than 
94 months. I chatted with him a little while and he said “Well, I 
might go 36,” so I can’t say that it was 100 percent who agreed to go 
to 36 months. All expressed a desire to handle more automobile in- 
stallment paper in their own communities and said that they had funds 
available for that purpose, were ready and willing to compete. 

Some cited outstanding instances that would not be common to the 
entire group, but which instances pointed up the difficulty that con- 
fronts the banks when they seek installment paper from General 
Motors dealers. 

Some said that the General Motors dealers were captives. Others 
said that General Motors dealers were afraid of reprisals. Most of 
them agreed that the dealers’ participation in the charges was a major 
factor. One said that the General Motors dealer in his town made a 
difference in his prices. 

For example, the dealer would quote a price saying “This is my 
cash price. If this is not a cash deal and I am allowed to handle the 
financing and insurance, I can do a little bit better.” 

It is my opinion that banks of the country are able and willing to 
finance more automobile installment paper. I believe that the statis- 
tics published by the Federal Reserve Board over the past few years 
will indicate that the banks and also bankers have funds for this pur- 

se. From information available to us and which we consider re- 

iable, we have noted that during the past several years GMAC has 
gradually increased the percentage of its retail finance volume from 
about 27 percent of the total in 1949 to about 41 percent in 1957, 
whereas General Motors itself has been able to increase its participa- 
tion in the overall industry figures, manufacturing figures only about 
2 percent. 

I have thrown the fractions away. Those figures are substantially 
correct. 
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We feel that this increase is due to pressure upon General Moto | 
dealers by GMAC representatives plus perhaps increased dealer pay. | 


ticipation in the charges. 

We do not mean to indicate that bigness is badness. We do beliey, 
that in a far-flung operation spread all over the United States, no mat. 
ter how ethical management may intend to be at the top level, at the 
contact level representatives under pressure for increased business and 


for other reasons may, by word of mouth, suggest to dealers certain | 
things that management may not know about, would not countenane ! 


and certainly would not put in writing. 
This witness has never been able to reconcile the fact the Pullmay 
Co. was forced to divest itself of the manufacture of its own cars which 


were in turn operated by the company on American railroads with the | 


fact that General Motors is allowed to manufacture automobiles and 
follow through the financing of retail sales by means of its wholly 
owned subsidiary, GMAC. ; 

In my opinion, the GMAC manufacturer-finance combination jg 
against the public interest. If GMAC has reached a point of efficiency 
where it can serve the purchasing public better than local banks and 
smaller independent finance companies, I fail to see where that ef. 
ficiency will be impaired by legislation which would have the effect of 
making it stand on its own feet unaided by General Motors. 

That concludes my statement, Senator. 


Senator Krerauver. Mr. Mullins, I have one or two questions and 


then I will turn to Senator Hart. Is it true that banks generally have 
in increasing numbers set up small loan or automobile finance sections 
for the particular purpose of being able to handle automobile fir- 
ancing in recent years? 

Mr. Muturns. Oh, yes. 

Senator Krrauver. That is, they have gotten into the field or are 
willing to get into the field more and more, is that correct? 

Mr. Mouturns. They are more consumer credit minded than they 
have been and many of them have extensive departments for that at 
the present time. 

Senator Kerauver. Do you feel that generally over the country, 
small banks like you represent are willing and able to handle finane- 
ing at the same charge, or at a lesser interest rate, than General Mo- 
tors Acceptance Corporation ? 

Mr. Mottins. All of these gentlemen that I referred to tell me 
that, yes, sir. I believe they are. 

Senator Krerauver. Does that include the floorman also? 

Mr. Mottrns. I didn’t ask all of them specifically about the floor- 
man. I don’t know whether they would compete on that basis or not. 
They will certainly compete on the retail angle. 

Senator Krravver. So it is your opinion that if GMAC is spun off 
from General Motors, there would not be any increase in the cost of 
an automobile to the purchaser by virtue of the increased interest 
rate? 

Mr. Moutttns. I don’t feel that there would be. I feel that if the 
banks could get a larger percentage of automobile paper, the interest 
rate would go down in place of going up 

Senator Keravuver. tf they could get a larger percentage, the in- 
terest rate would go down rather than go up, is that correct? 
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Otors | Mr. Muutrns. Well, a lower interest rate is available at many of 
Par- | these banks. At all of these banks that I have consulted the lower 

interest rate is available if the bank could just get the customer and 


lieve the data to take advantage of it. 


mat. Banks work under some difficulties because of the hours that they 
. _ are open and things like that which I don’t know how they will over- 
3 an 

rain Senator Keravver. From the viewpoint of service and keeping the 


ne | operation in the community where the automobile is sold, is there 
some advantage to the dealer if the purchaser’s financing is handled 


erences emeeenenenere nme 


man by local banks, so that you can be near when they confer with you 
hich when some problem comes up ? ; 
ite Mr. Mourns. Well, there could be advantages like that, but the 
= disadvantage so far as the bank is concerned is the dealer’s participa- 
ey tion in the charges. 
Senator Kerauver. What do you mean by that ? 

= | Mr. Muturns. Well, I mean a General Motors dealer who is able 
a to say to a purchaser “I can make you a better price on this car if you 
- buy it on credit than I can on cash”, he certainly has some interest 
Lek in the charges. , 
' Senator Kerauver. Why is that, sir? 2 Ty 

Mr. Muuuins. It is because of the participation allowed by the 

finance company. 

a Senator Kerauver. That is a rebate that he gets? 
a Mr. Mutuins. Well, some people call it kickback and some call it 


fit rebates. I just call it participation. That is a better term, I think. 
Senator Kerauver. It all means the same thing? 

Mr. Muturns. It means the same thing. It just is a choice of words. 
Senator Kerauver. Now, sir, who owns your bank? 


— Mr. Mutiins. Mine is a family-owned bank, it happens to be. 
hey Senator Kerauver. It is owned by local people living in Texas? 
+ at Mr. Muuuins. Yes, all living in Texas, all living in that com- 


munity. a 
, | Senator Kerauver. What do you think about the proposition that 
ny rhaps it is a little bit fairer for the economy generally if there is 
ne- = : 
Mo. any money to be made out of handling this paper, let it be made in the 
ee where the purchaser buys the automobile, where local people 


ave a bank rather than sending it off to some distant city? 


Senator Harr. Locally owned ? 
Mr. Mutains. No, but we do get some of his business. 


7 | Mr. Mutuins. I am committed to that proposition, yes, sir, locally 
|  finaneed and locally insured. 
a Senator Kerauver. Senator Hart, do you have any questions to ask 
ot, | Mr. Mullins? 
Senator Harr. Thank you, Mr. Chairman. 
on | There are General Motors dealers in Wolfe City, I take it from 
t what you have said ? 
a Mr. Muturns. Yes, sir 
est . Mutts. Yes, sir. 
Senator Harr. Are there dealers who handle Ford or Chrysler or 
the Rambler ? 
‘at Mr. Motirns. Ford dealer; yes, sir. 
Senator Harr. How does he finance ? 
ri | Mr. Muutrns. He uses the independent finance companies. 
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Senator Harr. Why do you think you get some of his business? 

Mr. Muttins. I don’t think he is afraid of the finance company, 

Senator Harr. Do you think that the General Motors dealer yp. 
frains from giving you business because he is afraid ? 

Mr. Mutuins. That is my belief. 

Senator Harr. Have you discussed this with the GM dealer jp 
town ¢ 

Mr. Mututns. Oh, yes. 

Senator Harr. It is based on this discussion that you conclude he is 
afraid ? 

Mr. Motus. Well, I don’t want to put it entirely on that basis 
because he has some interest in the charges. He gets, shall we say, 
a kickback or a participation. That would naturally tend to make 
him want to put the deal in GMAC if he had some interest in it. But 
in instances when we have a customer who says “I would like for the 
bank to finance my car,” we could get a great deal more cooperation 
out of the dealer than we get. 

Senator Harr. Yes, but I am trying to get a definition of the way 
you use this phrase. When I pushed a little, you referred again to 
participation on the kickback, but in your statement you say that 
General Motors dealers were afraid of reprisals. Can you illustrate 
or clarify or specify what that is? 

Mr. Mouturns. Yes, sir; I think I can. A General Motors dealer— 
I have this feeling. I gather this from talking to them and from 
experience with talking to other banks who have had experience with 
them. When I use the word “reprisals” they are afraid that if they 
do not cooperate entirely with the GMAC, that they may have trouble 
getting cars when they are scarce or they are worried about their 
franchises. 

here are many ways of expressing a dissatisfaction with a dealer 
besides just actually telling them “You put this with GMAC or else,” 
That is a rather crude way to put it. 

Senator Harr. Is this your conclusion or is this what was told you! 

Mr. Muturns. My conclusion based upon an ever-dwindling amount 
of paper that we formerly got from the source. 

Senator Harr. I am not sure I know what the rule is under Michi- 
gan law but I can safely acknowledge that I don’t know what the 
Texas law is with respect to banks engaging in insurance business. Is 
it permitted in Texas? 

Mr. Mourns. No. Under Texas law a corporation cannot be 
what we call a recording insurance agent. 

Senator Harr. Do you have any interest in an insurance company! 

Mr. Mutzins. No, I donot. I write a little life insurance. I have 
a life insurance contract, but not for automobile, fire, theft, or any- 
thing like that. 

Senator Harr. That is what I wanted the record to be clear on. 

Mr. Mu.utns. That’s right. 

Senator Harr. Aside from your own bank and the independent but 
not locally owned finance company which the Ford dealer uses along 
with your facilities, and the GMAC available to the GM franchise 
holder, is there any other financial source in the city? 

Mr. Motus. Practically none. There was at one time, shall we 
say, a capitalist who made private loans, but he passed away a year 
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or two ago, and some of the notes are still out. I mean they are 
still being paid. They are 30 or 36 months, but that is all. 

Senator Harr. Thank you very much. 

Senator Kerauver. Mr. Dixon? 

Mr. Dixon. Mr. Mullins, let’s talk about rates for a minute. What 
rates do you charge to finance automobiles? 

Mr. Muuurns. We usually charge 6 percent discount, but we some- 
times trade them down to 5 percent. 

Mr. Dixon. You trade them down? What do you mean? 

Mr. Muturns. I mean that we have different rates for different 
customers. : 

Mr. Drxon. Is that on installment payment? 

Mr. Mutirns. On the installment basis; yes, sir. 

Mr. Dixon. And you finance up to 36 months? 

Mr. Mutiins. Up to 36 months. 

Mr. Dixon. With reference to those accounts that you finance, how 
is their insurance handled? 

Mr. Muuurns. The ones that the bank finances ? 

Mr. Drxon. Yes, sir. 

Mr. Mutuns. We have two local recording insurance agencies, and 
we tell the borrower to place it at whichever agency he would rather 
have the insurance placed. We include the cost of the insurance 
with the purchase of the car and the insurance agent gets his money 
almost at the same time that the dealer gets the money for the car. 

Mr. Dixon. But you would require that the car be insured ? 

Mr. Mutitns. Oh, yes, as a matter of security. 

Mr. Drxon. I would assume, sir, that some of the people come into 
money before the 36-month period is up and they may offer to pay 
their note off. Do you allow that? 

Mr. Muttins. Oh, yes. We rebate this, my bank, all the unearned 
interest, and these gentlemen that I talked to, every one of them 
assured me that they did the same thing. 

Mr. Dixon. Do you know whether GMAC does that or not? 

Mr. Mutiins. My only comment on that would simply be this: We 
are occasionally asked to refinance a car that GMAC has originally 
financed. That arises because of misfortune such as sickness or an 
accident or a loss of job or a death in the family or something like 
that, and the owner of the car approaches the bank and he says, 
“I am in a difficulty and I would like to get this car refinanced,” 
and we will tell him that if he will go get the net pay off from the 
General Motors, from GMAC, why we will consider refinancing it. 
That part of the matter I can testify about to that point directlv. 

Many times they come back and tell us that the rebate that we get 
from General Motors Acceptance Corp. is so small that they are going 
to try to make other arrangements, and in those instances, in a few 
instances I will say we have let the purchasers of the car or the one who 
owns the note go get personal security, maybe his father, his brother, 
his father-in-law or somebody. 

We make him a loan of $100, $200 or $300 on a personal basis and 
he would pick up the delinquent instalments. I don’t know about 
rebates so that I could give you an independent testimony about that. 

Mr. Dixon. But so far as you are concerned, you do allow them. 

Mr. Mutirys. We do allow them, yes, sir. 
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ance or is it on the total amount, sir? 

Mr. Motus. I beg your pardon? 

Mr. Dixon. On monthly instalments do they pay on a reducing rate 
as the instalments reduce the total amount or is yours a straight 
charge? 

Mr. Moututirs. Of course the interest is calculated on a reducing rate, 
on a reducing balance. 

Mr. Dixon. Then that would be considerably cheaper than on the 
overall amount, would it not ? 

Mr. Motus. That’s right. 


cally in your community, obviously from time to time accidents oceyy 
and settlements must be made. 

Mr. Muturys. That’s right. 

Mr. Dixon. What experience have you had with settlements that 
are handled by your local companies ? 

Mr. Muturns. I can only recount to you what our customers or pros- 
pective customers would tell us about those situations. Occasionally 
a car is almost totally destroyed in an accident. 

It is nothing but a junk heap left. People who have been in that 
unfortunate situation tell me that the insurance companies, the insur. 
ance written through General Motors Acceptance Corp., rarely ever 
leaves anything for them. In other words, the debt against the car will 
be wiped out, but there is nothing left for them. T hat is what they 
tell me. 


just that situation. 

Mr. Drxon. Because of that practice? 

Mr. Mutiiys. Yes. That is the reason I can testify about it, be- 
cause they come to us for the repurchase of another car and they say 
“We want you to finance it.” 

Mr. Dixon. Because of the previous experience they had had? 
Mr. Muttins. Yes, and because the insurance can be written locally 
and I guess they feel like they can complain to the local insurance 
man if their adjustment is not satisfactory. 

Mr. Dixon. Fon have described that occasionally you secured some 
business from Ford or Chrysler dealers ? 

Mr. Mututns. Yes. 

Mr. Drxon. In those instances did you in a sense purchase the paper 
from the dealer? 

Mr. Mutuins. We rarely purchase from the dealer. We nearly al- 
ways make the loan independently. But we do purchase from the 
dealer and sometimes we get more purchase paper from the Ford 
dealer than we do from anybody else. 

Mr. Drxon. Let’s talk about the Ford dealer where you purchase 
paper? What did that dealer charge? What interest rate did he 
charge? 

Mr. Mourns. Well, we buy it from him at a 6 percent discount. 
We don’t question what his charges were. 

Mr. Drxon. I see, sir, so if you buy it at 6 percent and he entered 
into a contract at 8 percent, he would get the difference ? 


if the purchaser is a resident of our community and we know 
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Mr. Dixon. Through your bank are your terms on the unpaid bal. | 


Mr. Dixon. Now with respect to this insurance that is written Jo. | 


So RET — 


And in a few instances we have been able to pick up business from | 
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Mr. Motus. That’s right. We make a difference in the paper 
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| credit rating and his background, why we dismiss the dealer from 
_ | it altogether. ; 
ey We rst make the direct loan. 

Mr. Dixon. If the dealer entered into an 8 percent contract, you 
rate | would charge the 8 percent. You would collect it at 8 percent from 
ioht | the purchaser, would you not ! : | 
« r. Muuurns. He would be paying 8 percent all right, but the dif- 

rence would go to the dealer. 
um te Drxon. I understand that. . 

; times that is out of our trade territory, for instance, 15 or 20 miles 
from our town, but he happened to sell the car, why then we buy 
Jo. | that note and have him endorse it. _ 
ccur Mr. Drxon. I want to make this point clear. When you finance 
direct to the purchaser of the car, you usually charge 6 percent. 
Mr. Mutuins. 6 percent discount, yes, sir. 


that | Mr. Drxon. When the purchaser buys a car from the dealer, it 
| js usually higher than that, isit not, sir? _ 
ros: | Mr. Muturns. In some instances, yes, it is. 
ally Mr. Dixon. In most instances‘ 
Mr. Muuuins. Yes. 
that Mr. Dixon. In other words, would it be fair to conclude that you 


sur. | can save the purchaser money? Is that what we are to conclude 

ever from that s : 

will Mr. Mutiins. That is what I am trying tosay. ; 

they Mr. Dixon. You mentioned that today you are trying to get to the 

public by advertising. Do you mean by that you are trying to tell 

rom | the public that rather than arrange financing with the dealer, they 
should come to you and you alone, to borrow the money and buy the 
car, is that it? 


Qe UESEe 


be | Mr. Mutins. We are just trying to get the business and since 
"say | we have noticed in the last 3 or 4 years that the General Motors 

business does not come to us, why then we are trying to. go to the 

le. 
“ally - Dixon. So you are trying to get the people to come down to 
ance | the local bank to loan them the money to buy a car? 
| Mr. Mottins. Or discuss it with us, that’s right, yes. 

ome | Mr. Dixon. And your testimony previously was to the effect that 


| you have been made aware of the fact that in some cases when these 
people go there, the price is different if they want to pay cash for 
aper | the car rather than finance it? 

Mr. Muirns. I didn’t say that that was true in my town. I said 
yal. | one of the gentlemen that I talked to said it was true in his town. 
‘the | That was a banker in Commerce, Tex. I don’t want the record to 
‘ord | show otherwise. 

Senator Kerauver. Mr, McHugh. 
hase Mr. McHvcn. Mr. Mullins, Senator Hart was asking you ques- 
ihe | tions about the amount of business which you might have with other 

dealers besides General Motors dealers. 
yunt. Have you had occasion to talk with some of the other members 
of your association concerning their experience in handling busi- 
eral | ess with cars other than those made by General Motors? 
Mr. Muttins. Yes, sir. 
a | 
‘is 
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Mr. McHvuen. What did they tell you about that ? 


Mr. Mutts. Practically the same thing that I have just put into 


the record. I talked to one in East Moline, Ill, this morning aboy 
9:30. His report was just about the same as mine. He is gettin 
more paper from Ford and Chrysler dealers than he ever got befo 
and he is getting a decreasing amount—he said he had not had jy 
about a year from a General Motors dealer. 

Mr. McHveu. Does this generally seem to be true, in the experience 
of most of your other members ? 

Mr. Muttrns. Yes, sir. I know of two banks that have directors 
who are General Motors dealers, and they tell me that they can hardly 
get any paper whatever. 


Mr. McHvueu. Mr. Mullins, when you happen to be doing direct | 


financing with your purchaser where that purchaser intends to buy g 
General Motors product, have you had any difficulties in consummat- 
ing that deal because of the fact that he is buying a General Motors 
product ? 

Mr. Mouturns. We have had a few little obstacles thrown in the 
way. 
Mr. McHveu. In what form were they ? 
Mr. Muturns. In the form of comments by the dealer and sug- 
gestions that “Well, you handled the car this way before. Wasn't 
it satisfactory? Why don’t you want to do it that way again? | 
have got the papers here now. We can fill them out right now and 
you can just take the car and the bank closes at 2 o‘clock.” And 
things like that. No obstacles that we couldn’t overcome, but never- 
theless they have bearing on the situation. 

Mr. McHveu. Has it ever resulted in your losing the business? 

Mr. Mutuins. Yes. We would be talking to a customer oh, we will 


say we had one Wednesday afternoon and he says, “I am fixing to buy | 


a car,” and I would say “Well, we would like to finance it,” and the 
first thing we know we see him driving down the street, he is in the 
new car and we haven’t financed it and we finally ask him, “Well, 
John, you didn’t come up and see us about that car.’ 

“Well, it was late and I just went ahead and financed it down 
there,” and we never see it. 

Mr. McHven. That is all, Senator. 

Senator Krerauver. Mr. Peck ? 

Mr. Peck. Thank you, Mr. Chairman. Mr. Mullins, I have justa 
few brief questions to ask you. You have testified, I believe, that your 
member banks do buy some paper from the automobile dealers. 

Mr. Mutttns. Yes. 

Mr. Peck. Is that exclusively retail paper, sir, or do they also pur- 
chase some of their wholesale paper ? 

Mr. Mutiins. It is practically all retail paper. 

Mr. Peck. Do your member banks or other banks, sir, ever buy 
wholesale paper only without getting the subsequent retail paper! 

Mr. Muturns. I think they do. 

Mr. Pecx. They could? 

Mr. Muttrns. But of course they would like to have it just as I 
would like to have it. If I extend wholesale credit, I would like to 
have the retail paper if it is going to be sold on the installment plan. 

Mr. Peck. Another question, sir; we have heard testimony during 
the past weeks that the banks have done a great deal to hold down 


298 AUTO FINANCING LEGISLATION 





the 4 
that. 


auto 
dow! 
ae 
saw 


the ¢ 
the! 








into 
bout 
ting 
ore, 
d in 


Pnice 


tors 
rdly 


Tect 
Ly a 
nat- 
tors 


sug- 
isn’t 
: | 
and 


And 


ver- 


will 
buy 
the 


Vell, 


own 


ist & 
your 


pur- 


as I 
ce to 
lan. 
ring 
own 


mm 


AUTO FINANCING LEGISLATION 297 


the automobile financing rates. Would you like to comment upon 
ir? 

at statement, sir! f 
ey Motus. Well, I think that bank rates in the financing of 
automobiles have had a tendency to bring the cost to the consumer 
down. I know it does in our community when we can get to the 

aper. ; 
P r. Peck. One final question, Mr. Mullins. A few weeks ago we 
saw some statistics, which are now part of the record, showing that 
the commercial banks now account for approximately 43 percent of 
the retail credit of automobiles. — ie ae 

That is, I believe, the largest single grouping in the statistics shown 


Now, sir, has this growth in bank credit been a steady growth or 
has it been intermittent during the past 15 years let us say, or you 

ick any number of years you would like? 

Mr. Mutxins. It would be hard for me to answer that as to how 
steady it had been. In some areas, in our area I think it would be a 
steady growth. There might be areas when it was not, where it was 
not. To illustrate what I mean or to try to illustrate if I can make 
myself clear, Greenville, ‘Tex., is a town of 15,000 or 16,000 people and 
the banker there tells me that he has the same difficulty that we have 
in securing installment papers from General Motors dealers. But he 
said one of the large Dallas banks secures some of the paper from 
General Motors dealers. 

And he said that we were contacted and asked if we objected to 
that and we told him that we did not. We could not obtain it. 
If they could, why go ahead and get it. Through some arrangement, 
and he used the word “pressure” the Dallas bank can get most of the 
retail paper from one General Motors dealer in that town. I don’t 
know the arrangement. I am just repeating it to you. In that in- 
stance that would tend to increase the bank’s overall lending, in that 
area, if I have made myself clear. 

Mr. Peck. Yes, sir. And inasmuch as you mentioned that your 
membership is made up of approximately 5,500 independent banks, 
of small or medium size, would you say that the growth of bank 
credit for automobiles has been nationwide or would you say that it 
has been restricted to certain geographical areas or to smaller cities 
and small towns? Has it been nationwide really without exception ? 

Mr. Muturns. I would think that it was nationwide. Now there 
may be some geographical areas which I do not know about which 
were a little slower in catching on. But I have talked to no banker 
in my 4 or 5 years of association with the independent banks of the 
country, and I have traveled all over the United States, I have talked 
to no banker who made the flat statement that “I do not care for 
automobile paper.” 

Mr. Peck. Then it would be an accurate statement, would it not, sir, 
to say that the bank financing of retail automobile sales has continued 
steadily without major interruption on a nationwide basis during 
the last 10 or 12 years? 

Mr. Muturns. I think so. 

Mr. Peck. Thank you very much, Mr. Mullins. Thank you, Mr. 
Chairman. 

Senator Kerauver. All right, Mr. Dixon. 
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Mr. Drxon. Mr. Mullins, some automobile dealers talked to yg 
recently and one of the statements they made was they were afraid 
that if GMAC were spun off from General Motors, their ability to 
ies wholesale or floor plan financing might be curtailed by the 

anks. 

If GMAC were spun off from General Motors and you had fg 
access to that market, do you have an opinion as to whether the bank. 
ers would be reluctant to grant this necessary wholesale financing to 
car dealers ? 

Mr. Mottrns. I don’t feel like they would. I will say this: Tha 
at one time a General Motors dealer approached us about wholesale 
credit, approached my bank. My son is associated with me in the 
bank. Approached us about wholesale credit and we went to the 
trouble of having some forms printed in I believe it was triplicate 
or maybe quadruplicate which our attorney told us would be neces. 
sary to extend the term of this wholesale credit, and that was about 
as I recall it 1950 or 1951, and we are now using those forms for 
scratch paper because out of 4 or 5 or 10,000 we had printed, we never 
did use a half a dozen of them. 

Mr. Drxon. I understand your statement, but if your plan is plain, 
do I understand you to say that if this happens through thick and 
thin, you are of the opinion that the banker would step forward and 
make available to the dealer the necessary financing to keep him in 
the business ? 

Mr. Motus. Well, they are doing it through other methods, 

Senator Kerauver. Thank you very much, Mr. Mullins. We ap. 
preciate your coming here and giving us the benefit of your experience, 

Mr. Paul C. Jones is the next witness. Mr. Jones, you testified 
before us in February, when you filed a statement. We want to give 
you an opportunity to add to your testimony, you are the president of 
the American Securities Division of the ASC Corp. ? 

Mr. Jones. That’s right. 

Senator Krrauver. That is in Marion, Ind. What is the ASC 
Corp. ? 


STATEMENT OF PAUL C. JONES, PRESIDENT, AMERICAN SECURI- 
TIES DIVISION, ASC CORP., MARION, IND.; ACCOMPANIED BY MR. 
MENTZER, TREASURER 


Mr. Jones. ASC Corp. is the name of the company. That is its 
corporate identity. It operates under the name of the American 
Security Co. 

Senator Keravver. All right, Mr. Jones, will you proceed? 

Mr. Jones. Mr. Chairman and members of the committee, I ap- 
preciate this opportunity to come back and speak again on what I 
think is a very important subject. 

Senator Kerauver. You have a gentleman on your right who is 
with you, Mr. Jones? 

Mr. Jones. Mr. Mentzer is treasurer of our company. 


SUPPLY OF FUNDS 


Senator Kefauver, in America we traditionally believe in a free 
marketplace where prices for any product or service are set by supply 
and demand. 
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How does this free marketplace work with respect to the auto sales 
fnance field? Is there a sufficient supply of funds to meet the de- 
mand so that a reasonable charge will result ¢ 

In my contact with important lending officers of the largest banks 
in the country who grant loans to finance companies without excep- 
tion, it is their opinion that there are ample funds available in all 

rts of the United States to finance the time sales of cars. 

Senator Kerauver. While you are on that question, Mr. J ones, you 
say you have been in touch with bankers all over the United States. 

ave you traveled around and talked with them over the 33 or 34 
ears that you have been in the business ? 

Mr. Jones. I am speaking of these kinds of bankers: officers, lending 
officers of large key city banks that have supplied a great amount of 
the funds over the years to finance companies, and are acquainted with 
the supply of such funds. That would be in big cities like New York, 
Chicago, Detroit, Indianapolis, St. Louis, Cleveland, cities of that 
kind. 

As president and manager of my company for the past 35 years it 
has been my responsibility to contact. bankers in the large Reserve 
cities to obtain lines of credit for our company. It is these banks 
that specialize in supplying funds to finance companies who in turn 
finance the time sales of automobiles. They are well acquainted with 
the money supply situation. 

Furthermore, the ample supply of funds is witnessed by the trend 
in the lengthening of the terms of time sales finance contracts on auto- 
mobiles to the point that it has disturbed some economists and govern- 
ment officials. It is not the nature of lenders to weaken their terms 
except under very competitive conditions. I don’t honestly believe 
that there is a more competitive money market than in financing the 
sale of automobiles. 


THE EFFECT OF SEPARATION 


Would divorcing GMAC from General Motors reduce funds avail- 
able? I don’t see how it could. In the event of divorcement, one day 
GMAC is owned by GM, the next day it is owned by the stockholders 
of GM. Nothing in this action changes the amount of funds GMAC 
makes available to the auto finance field. Nothing in this action re- 
duces the amount of funds made available by other institutions in this 
field. The funds available are unaffected by the change. Those who 
have made claims that charges for time buyers would increase fail to 
give a single good reason. Yntema of Ford states that GMAC rates 
will go up when they are not policed by GM. He is not clear as to 
why this would occur. No such price increase accompanied nor fol- 
lowed the disaffiliation between Ford and C.I.T. or between Chrysler 
and Commercial Credit Co. Both C.1.T. and Commercial Credit 
continued to grow, increase their services, and their charges have con- 
sistently been reduced since the consent decrees of 1938 divorced their 
affiliation. It would appear that newspaper stories implying that 
such would be the case arise out of sheer nothingness and are more 
than likely inspired by GM public relations army. 

Then, if ample funds are available in this field, why is Ford Motor Co. so 
anxious to reenter a field it once deserted several yearsago? The proper answer 
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to this question goes to the very heart of this whole situation. What does 
Ford, an automobile manufacturer, expect to gain by owning its own finance 
and insurance subsidiaries? 

Newspaper stories have implied that GMAC customers get preferred rg 
and most of my friends and I am sure that most people have receiveg this 
impression from the press. 

Unfortunately, it is not true, 

I have here the Wall Street Journal article that was issued on March 2 
the time of one of these hearings before your committee, and it sums up in the 
last paragraph. It says: 

“Legislation along this line, however, faces trouble. Capitol Hill apparently 
has been impressed by the motor companies’ argument that any such law would 
mean a rise in interest rates charged by independent finance companies in- 
creasing auto buyers’ costs, so Congress may pass instead a bill specifically 
barring auto builders from influencing dealers to use manufacturer-owned 
finance companies.” 


OTHERS CLAIM FOR GMAC WHAT IT DARE NOT CLAIM FOR ITSELF 


Others have claimed for GMAC what GMAC has never claimed for itself 
because GMAC knows it is not true, and realizes that any such claim by then 
would prove embarrassing because facts repudiate it. 

In the statement General Motors filed with you dated February 27, 1959, no 
claim was made that GMAC financing assured low rates to time buyers. The 
facts are that GMAC permits the GM dealers to charge the maximum the law 
will allow in States where there is rate legislation and in other States according 
to statements made on several occasions by the GMAC president they will per. 
mit charges for new cars as high as $9 per hundred per year which charge 
translated into simple interest equals 16.65 percent. 

This is definitely not a policy of low rates to the public. 


WHAT DOES GMAC SAY FOR ITSELF ? 


I had prepared this part of my statement before I had read the statement 
that GM filed with your committee. After I read the GM statement I concluded 
that I would have to change my statement because I had made the remark: 
“GMAC would not claim for itself what others have claimed for it.” I was 
under the impression that they had definitely made a statement that they 
furnished low rates to the public. The members of your committee were cer- 
tainly similarly impressed. That evening I thought I had better go back over 
their statement and perhaps I would find that they had given only an impression, 
and much to my amazement that is exactly what had happened. 

Let’s examine all the places in their statement and see what they 
really say. First at page 3, second paragraph: “Any advantage that 
GM realized from ownership of GMAC is a well run and profitable 
operation that benefits its customers and its dealers by assuring them 
adequate financing facilities for its products at competitive rates.” 
The only assurance here is competitive rates. This is certainly nota 
claim of low rates, which is what others claim for GMAC. On page 
4 they state: “It is a conviction of General Motors that consumers 
will not benefit and that the public interests will not be served by the 
adoption of this legislation, but may well be prejudiced by increased 
costs.” Again the implication of low costs by GMAC is here, but no 
claim of low costs, and a warning of increased costs without the 
slightest indication of what might be the cause. At the bottom of 
page 19 is the next point that shows any implications about low rates. 
General Motors here goes back to the 1920’s in order to find a spokes- 
man to state the position of the corporation with respect to financing 
cars sold on deferred payments, as follows: 

“So far as General Motors is concerned, our policy in the financing 
of sales is a conservative one. We believe that financing should be 
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made available for everyone whose economic position is such as to 
justify ae Auhelp 

“Further, we believe in assuring the purchaser the lowest possible 
charge for financing that an economically managed organization with 
large volume operated on conservative lines makes possible, and at 
the same time make a reasonable return on the capital necessarily 
employed.” E 

This policy may have been true at the time the statement was made, 
but it is not true today, and that is why no present GM official will 
state the position of GMAC. Information in the form of their own 
plans and rate charts will prove this assertion to be true. On page 21 
they present information with regard to abuses in the misclassifica- 
tion of customers’ insurance on the part of a very few (some half 
dozen) finance companies in the country. Here again they present 
evidence from others about a wholly unrelated subject so far as costs 
are concerned. The evidence from others shows that GMAC did not 

articipate in the overcharges made by these few finance companies. 
Neither did hundreds of other independent finance companies in the 
country, and thousands of other banks, participate in any such over- 
charge. 

Senator Krerauver. How many finance companies are there in the 
country ? 

Mr. Jones. Well, I would say the leading finance companies that do 
a large volume of business would be around 400. That is approxi- 
mately the number of finance companies that belong to our association. 

The implication from the information on pages 20 and 21 is that 
only GMAC was innocent of these charges. Again it only implies low 
costs, but what it actually proves is that GMAC did not overcharge on 
insurance, it just charged the regular price. That is certainly not to 
its exclusive credit. The same credit is due to hundreds of other inde- 
pendent finance companies in the country and thousands of banks. It 
has nothing to do with the innocence or guilt of monopoly. 

But that is another statement that gives an inference when you read 
it, or when anyone reads it, just as the Wall Street Journal gives an 
inference. And they have public relations men, I understand they 
have an army of 75 people handling their public relations program. 

Senator Kerauver. Who is that? 

Mr. Jones. GMAC and General Motors. So they get much favor- 
able publicity in newspapers and magazines. That 1s important to 
the public, because the public gets impressions, and when they walk 
into a dealership, a General Motors automobile dealership, where 
many times only General Motors Acceptance finance plans are avail- 
able, the time buyer thinks, because of these impressions fostered by 
articles of this kind, that he is assured of a low rate through GMAC. 

The whole of page 22 is taken up with pious statement about rates 
but still nothing tangible or informative about them. In the second 
paragraph, again there is the implication of low rates. The state- 
ment— 


GMAC will not purchase contracts from a dealer if the rate charged the cus- 
tomer by the dealer exceeds the legal maximum in neighboring States. 
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Of course, other companies also refuse to buy illegal contracts, In 
the next paragraph it states: 

These ceilings vary among States. ¢ In some instances they seem unduly high, 

or at least not sufficiently low to eliminate unfavorable comment, ete. 
Again there is no implication of low rates, only that they don’t go 
higher than rates they admit are high. At the bottom of page 9 
GMAC mentions credit life insurance, and states that GMAC stand. 
ard for the cost of group life insurance to cover the unpaid balanee jp 
the event of death of the borrower has yet to be met by any of its 
competitors. For all practical purposes, GMAC offers this insuranee 
at cost. Others sell it ata profit. If it’s wrong to make a profit, then 
GMAC sins when dealing in its own service as does its parent. The 
question is, is it right for so powerful a company to go into the other 
fellow’s business and sell it at cost? Certainly there are two sides to 
this question. Secondly, I am not so sure that no competitor has ever 
met GMAC’s rates on credit life. Our company at one time covered 
all its loan balances with credit life at no cost to the customer, but just 
as GMAC must have a good business reason for doing what it does, so 
did we have a good reason for doing what we did. Credit life at no 
cost attracted a lot of loans on which we made a profit. 

On page 23, the statement of GMAC offers the following: 

Over a period of 40 years, the consumer has learned that his interests are 

recognized by GMAC. The standards set up for comparison have been most 
effective. 
This statement leaves me completely blank, but without thinking 
about it you would be quite impressed. Then in the next paragraph 
a great explanation is made about having the dealer take on what 
they call limited responsibility but what upon examination is simply 
the recourse on the contract and is full responsibility for losses 
taken. GMAC believes that this approach makes for better credit 
at lower cost, but again does not make any claim on low costs, as 
such; it just makes for better credit at lower costs but doesn’t state 
lower costs to whom. At no place, with regard to the foregoing, has 
there been any discussion of what really takes place with respect to 
rates. No direct statement is ever made about low rates furnished by 
GMAC for the benefit of the time buyer. The reason for it is that 
GMAC doesn’t have any such policy. At page 36 in the last full para- 
graph, just ahead of the title “GMAC’s Cost of Money” the state- 
ment states: 


This may be an appropriate time to refer to the comment of the late Fred 
Othman in his column during the 1955 hearings before the subcommittee after 
listening to some of the testimony of the critics of GMAC. He wrote, “TI got 
the idea, without anybody saying it, that this biggest finance company was 
holding the line on interest charges and that if it weren’t in business, the 
cost to those buying sedans on tick might be considerably higher.” 

Again, GMAC permits someone else to claim for it what it dare not 
elaim for itself. 

Senator Kerauver. In other words, they quote anybody who says 
this, but they don’t say it themselves. 

Mr. Jonrs. Now what are the facts about the inferences of low 
cost financing furnished by GMAC to the time buyer? Briefly, the 
following is a correct statement about the situation: The high rates 
charged the time buyers in the United States are not accounted for 
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by the difference between the charge made by GMAC and other fi- 
nancing institutions, but by the packing of finance charges which 
GMAC not only permits but supports the passage of legislation that 
embraces such packs and has refused to support legislation that would 
eliminate packs. , 

Senator Kerauver. Will you explain that further? What do you 
mean by “packing” of finance charges? 

Mr. Jones. Well, there are several names for it. As the previous 
witness, the banker, stated, he called it, I believe, a rebate, and he 
called it dealer participation. Sometimes it is called a reserve. But 
it is a competitive situation. a Seay 

The only way you can cure it is by State legislation. It is the 
result of reverse competition. Ifyou have regular competition, prices 
will go down tothe public. But in reverse competition, it causes them 
to go up, and that is the situation that creates packs. __ 

t is a competitive condition between finance companies. The only 
thing you eas Be about eliminating it is through State legislation han- 

ing the packs. 

a“ here States have set maximum charges, as referred to in the 
GMAC statement, the legislatures have naturally wanted to set the 
maximum high enough to permit the small local companies with rela- 
tively high money costs and low leverage to live. 

It would be a little difficult for a company like GMAC to claim for 
itself a concern for low rates to the public when it openly admits that 
it permits charges as high as the law will allow. 

senator Kerauver. In other words, where there is legislation, they 
go up to the maximum? 

Mr. Jones. They go up to the maximum. 

Senator Kerauver. To the maximum amount? 

Mr, Jones. They go to the maximum, Senator, that was set for 
a small company. It would be like a big chainstore grocery raisin 
the price of their bread up to the price required for the existence o 
a neighborhood grocery store. It would be similar to that. 

It may also be a little hard to understand why GMAC with all the 
preferential conditions it enjoys, that is, low money costs, twice the 
leverage of the best of the rest, practically no acquisition cost, it may 
be a little hard to understand why it should permit charges to the 
maximum the law allows for the real small single office local company. 
The answer is that it is a part of their scheme of “mobility of 
subsidy.” 

The GM dealer receives five incomes controlled by GM and its sub- 
sidiaries, an exclusive General Motors privilege. They are, (1) the 
markup on the new car, (2) the normal reserve for losses on time sales 
set up on the books of GMAC, (3) the overage or pack charged to 
time buyers when the charges reach or approach the maximum set 
by law, and such overage is then credited to or paid to the dealer 
by GMAC, (4) the commission paid auto dealers on insurance in- 
cluded and paid for in the time sale contract, (5) the income so long 
as the dealer remains a GM dealer, from the repairs and parts replace- 
ments under losses under such policies. 

Under the GM mobility of subsidy plan, all these incomes are under 
GM control and passed on to the dealer from GM or its subsidiaries. 
With an understanding of this, it becomes clear why GMAC with all 
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its freak advantages of leverage, low money costs, and 
no acquisition cost, permit high charges to the public. 

The maximum rates simply generate the overages or packs paid 
by the time buyers. GMAC then becomes the source of this pocket 
of income for the dealer. This along with the other four pocket. 
books enables GM to control and hold the GM dealers from goi 
to other manufacturers. It practically eliminates dealer turnover 
from GM to other manufacturers and attracts the best dealers from 
the other manufacturers. 

Ford would like to have these advantages and that is why they feg] 
they must have their own finance and insurance subsidiary unleg 
GMAC is divorced from GM. 

General Motors’ board of directors requires BMAC to offer plans 
that will induce and encourage their dealers to guarantee their paper, 
That is a very settled program and policy of General Motors with 
respect toGMAC. After only a few years of operations as a General 
Motors dealer, the dealer will be guaranteed on a substantial amount 
of time sales paper. The reserve for loss on this paper is in the 
possession of GMAC and under its control. It becomes a profitable 
income to the dealer from GMAC and becomes one of the pocketbooks 
of income under GMAC control. 

Mr. Dixon. Would you explain that sir? Are you talking about 
with recourse or without recourse ? 

Mr. Jones. I am talking now about the recourse policy of General 
Motors, General Motors policy, and it has been found to be that way 
from the beginning. 

Their plan is to induce, to set up their plan so as to require and 
induce the dealers to recourse their paper to GMAC. That is a def.- 
nite policy. 

Statements have been made by officers of GMAC to that effect, 
I assure you, as a definite policy. Well, as a matter of fact, it is 
right in their filed statement. You will find in their statement that 
they make the assertion that one of the reasons why they can borrow 
so much is because of their policy of requiring their dealers to 
recourse their papers. 

Do you remember that? You will find reference to it on page 28, 
second paragraph, and again on page 32, last paragraph included in 
parentheses. 

Mr. Drxon. That is over and above the purchase of the paper with 
or without recourse. 

Mr. Jones. The purchase of the paper with recourse. Their stand- 
ard reserve is $1 a hundred on new cars. Now, it goes a little bit 
higher on late model used cars and older model used cars. But their 
reserve is not set up on the books and in the possession of the dealer 
but is set up on the GMAC books and in their possession. It isa 
very profitable reserve, very profitable income because the losses 
are not as great as that reserve set up. As a matter of fact, before 
the Monroney committee here, Mr. Stradella made the statement that 
the reserves that had been paid back to General Motors’ dealers over 
the years had amounted to $3,000 for every car they repossessed and 
took back to the dealer. They don’t give it with the car, of course, 
but taking the total reserves paid to the dealers over those years and 
dividing this amount by the number of repossessions, the result would 
amount to $3,000 per car repossessed. 
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Now, let us goon. Do you see what I mean? 

Mr. Dixon. Yes. 

Mr. Jones. That shows how potent a profit this reserve is. 

Now getting back to the typical General Motors dealer who has 
been a dealer for them for a time. The dealer has a substantial 
amount of time sales paper recoursed with GMAC. The insurance 
the dealer has sold with his time sales contracts has been written 
with GMAC’s insurance company. The dealer has two immediate 
incomes—the markup on the car and the commission on the insur- 
ance, and two delayed incomes—the profitable reserve on the books 
and in the possession of GMAC, and the profits he will make on 
repairing cars under insurance losses on policies he has written with 
the GMAC insurance subsidiary. It doesn’t take any great imagina- 
tion to see that such a dealer would hesitate to switch franchises to 
a Ford or Chrysler product, or, back in the days of Kaiser-Frazier, to 
their franchise. This dealer would have to trust a finance company 
belonging to then an unfriendly manufacturer to collect his accounts 
well in order that no unusual losses would occur so that the direct 
profits from the reserves would come to him in the amount that he 
expected in the beginning. This dealer knows that the delayed 
income on the repairs to cars under losses on the insurance policies 
would certainly not go to him but instead to the dealer who succeeded 
him in the General Motors franchise. The statements of Ford’s 
Yntema that the ownership of a finance company is the same as own- 
ing a subsidiary to manufacture spark plugs is a far cry from being 
similar. This is a tool to hold the good dealers and attract the better 
dealers from the other manufacturers. General Motors has the great- 
est dealer sales organization in the world, and it is in this great sales 
organization that lies the greatest strength of General Motors. Their 
ability and talent to build automobiles can be duplicated. Kaiser- 
Frazier built a miraculous automobile. It acquired a great reputa- 
tion and was a dependable product. Kaiser-Frazier fell flat on their 
faces for lack of a sales organization. Financial control of dealers 
made it impossible for Kaiser-Frazier to obtain dealer outlets from 
the greatest sales organization of all—General Motors. 

Mr. Dixon. How many of these five pocketbooks would be left if 
one of these two bills were passed ? 

Mr. Jones. General Motors would have left the thing that they 
ought to have left, the dealer markup. The factory markup. Factory 
markup on the cars. The dealers would continue to get the rest from 
an independent GMAC., 

Mr. Drxon. Do you consider those five pocketbooks as parts of the 
sale ? 

Mr. Jones. It is part of their merchandising scheme. It is a part 
of their control of dealerships. It is part of the thing that makes 
them the powerful organization that they are today. 

Now, it is not only an advantage that General Motors’ various divi- 
sions have with respect to the dealerships, but think of the advantage 
of control of the dealers. What other dealerships have these exclu- 
sive factory incomes? They all have this markup on cars. And some 
of them get some commission on insurance from independent finance 
companies, but frequently in the form of reserve, but that is not as 
regular a practice as it is with respect to GMAC and their insurance 
companies. And the reserve that we are speaking about, and then the 
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pack over and above this reserve, that is the place that Genera] 
Motors’ low costs are effective. It produces the maximum pack gt 
any given rate. 

{r. Dixon. Speaking of the dealers, though, Mr. Jones, if GMAQ 
is spun away from General Motors, then these things you are talki 
about, such as the ability to make a commission on insurance, wou) 
still be available to a dealer, would they not? 

Mr. Jones. You mean through GMAC as an independent, and other 
independent finance companies? Yes, but your dealer would be an 
independent dealer, too. He could switch to any franchise and jf 
you had a future organization that wanted to go into the automobile 
manufacturing business they could do so. I heard somebody make g 
statement the other day that nobody would have the courage to 
in and tool up a car because it would cost too much. That is the least 
part of it. There are plenty of companies who would be willing to 
put up money to tool up a new automobile, but they are scared of 
these other things. 

You can’t build a sales organization overnight. As Ford’s Yntema 
said, at page 560 of his unedited testimony: 

The main difficulty is getting people. It would take 10 years to build up the 


kind of finance staff I want in Ford Motor Co. But you give me a complement 
of first-rate people and I will be in business before very long. 


He is stating a great truth but it would be much easier for him to get 


a staff of first rate finance people than any motorcar manufacturer 


to get a sales organization away from General Motors. 

With regard to the dealers’ advantages, why should they leave for 
another franchise? ‘They are also in an excellent competitive posi- 
tion with the five pockets of income coming from a manufacturer who 
is in an exclusive position in comparison to any other manufacturer, 
They have developed what is almost a shell game. The incomes are 
given and withheld. In view of GMAC’s low costs as a result of 

igh leverage, low acquisition cost, GMAC can offer their dealers a 
greater pack at the same rate than other finance companies. 

Mr. Dixon. How about the consumer? The consumer isn’t bene 
fiting by anything they are doing. Is the consumer today benefiti 
by anything GMAC is doing, or General Motors is doing throug 
GMAC? 

Mr. Jones. I will tell you what I think from my experience. I 
believe that if GMAC was divorced from General Motors, knowing 
some of the men in GMAC, I believe that if they didn’t have the prob- 
lem of working out this merchandise scheme, they would be for cor 
recting this situation with respect to the public. The only way you 
can do that is by State legislation, but they are not going to support 
that kind of legislation today because it doesn’t work into this pro- 
gram that controls dealers. 

Mr. Dixon, Do you mean by that the type of legislation that the 
State of Ohio has passed ? 

Mr. Jones. That is the only place I know of in the United States 
where the pack is controlled. 

Mr. Drxon. Would you explain the Ohio legislation? 

Mr. Jones. Well, Ohio legislation simply eliminates the pack by 
making the competition between finance companies effective at the 
point of the consumer. This legislation limits the amount of dealer 
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reserve the finance companies can competitively provide for the dealer. 
In addition to the reserve limitation there is a rate limit of $8 a 
hundred plus a fee of $1.75 on the first $200; I am referring to the 
new-car rate. This rate limitation is only needed to take care of 
dealers’ paper that is retained by the dealer and not sold toa finance 
company. ‘The reserve being limited, competition between finance 
companies is centered on getting the lowest rate to the time buyer. 
The other type of legislation is what is referred to in General Motors 
report filed with you on February 27, 1959, at page 22: 

These ceilings vary among States. In some instances they seem unduly high, 
or at least not sufficiently low to eliminate unfavorable comment, even though 
approved by the duly elected representatives of the people. GMAC urges all 


concerned with such legislation to adopt a realistic approach and to sponsor 
rovisions which will result in fair treatment for all and a favorable atmosphere 


for this type of activity. 

As GMAC points out, “the ceilings vary among States and some 
seem unduly high.” This is because of the reserve competition among 
finance companies which exerts reverse competition forcing the rate 
up to the maximum. Rate limitation is simply price fixing, such as 
the Government engages in during war when you can’t deal with the 
cause. In Ohio they deal with the cause and as a result GMAC has 
one rate chart and packs are eliminated. 

Mr. Dixon. Before you leave that point, under the Ohio statute, 
on an unpaid balance of $3,000, how much could a dealer make? 

Mr. Jones. $60. 

Mr. Dixon. Two percent, then ? 

Mr. Jones. That is right. 

Mr. Dixon. In other words, that is all he could make. That is 
finance and insurance. 

Mr. Jones. That is finance and insurance. A dealer can’t partici- 
pate in insurance commissions. 

Mr. Dixon. We had testimony by a Chevrolet dealer from the Dis- 
trict of Columbia who said that he averaged over $300 on an average 
sale. 

Mr. Jones. Yes, and it will go that high in some rate ceiling States. 
Now I don’t believe that GMAC, so long as it is owned by General 
Motors, will ever support any different legislation than the ceiling 
legislation which permits packing. That is my opinion. Now, I 
believe that if they were divorced and no longer a tool of General 
Motors, they would become a natural finance company and I would 
hope that GMAC would come over on the side of getting decent legis- 
lation and assure decent rates to the public. 

Mr. Dixon. Would you say that the dealer in Ohio does not make 
as much on the sales of General Motors cars as a dealer in the Dis- 
trict of Columbia? 

Mr. Jones. You know, we have thought about that a lot and the 
dealers in Ohio are just as healthy as they are in the District of Colum- 
bia or any place. Now, what is the reason for that? Why would that 
happen? Well, now, you understand that a lot of people who over- 
paid in a pack on a finance charge, they also get an overallowance on 
a used car and many times they come out all right. But it is a decep- 
tive practice. It is not good for the industry, the factory, the finance 
company, and most important the dealer. It is not good for the econ- 








308 AUTO FINANCING LEGISLATION 























































omy of the country because the person that thinks he is getting $1,099 
for a used car, he is told he is getting $1,000, ought to get $1,000 and 
when he wakes up and finds out he didn’t because he was overchar 
$200 or $250 or $300 for his finance charge, what is the result? 
has no confidence in the auto dealer or the finance business. 
Now, as a tool for our economy, I think consumer credit is a tre. 
mendous tool to bring a high level, a high standard of living in this 
country, and it can’t make its maximum contribution unless the people 
have confidence in that tool, and they can’t have confidence whey 
there are deceptive practices like that, even though the purchaser dogs 
come out pretty good. There is no excuse for it. I can’t support 
that sort of thing. 

Mr. Dixon. Are you saying these deceptive practices flow from the 
General Motors-GMAC arrangement ? 

Mr. Jones. No. I would say this: That divorcement might put 
GMAC on the side of eliminating these practices. I don’t mean to 
blame General Motors for this, but it so happens that GMAC started 
the reserve on recourse paper years ago in getting a participation jn 
the finance charges in order to cover losses. The history of the re- 
serve is disclosed in this pamphlet, entitled “Another View on the 
Origin of Dealer Participation in Automobile Finance Charges,” and 
it is a reprint from the Indiana Law Journal of the spring of 1955, 
In this I believe you will find reference to Alfred P. Sloan’s inter. 
pretation of a reserve, of a pack. 

The reserve started out innocently, but it became a competitive 
thing between finance companies. 

(The pamphlet referred to may be found on p. 561.) 

Senator Keravuver. Mr. Jones, I had to be out for just a minute, 
You said that you could put in the record documentary evidence show- 
ing that GMAC’s rates are no cheaper than the rates of other com- 
panies 
Mr. Jonrs. Yes, sir. 

Senator Kerauver. To which automobile dealers could have access? 
Mr. Jones. I have rate charts here which are the actual rate charts 
passed out by GMAC to their dealers. Those rate charts will include 
on new cars some five, six, seven different charts, different rates, that 
will run from about 5.85, 6, 6.25, 6.5, 7, 7.25, 7.5, 8. 

Now GMAC permits charges according to the gullibility of the 
purchaser. That is about it. That isthe story. 

Now as a matter of contrast between Ohio where the pack is con- 
trolled and Minnesota where only a rate ceiling is in effect such as 
is referred to in General Motors statement filed with you, I have here 
a rate chart of GMAC for Ohio on new cars. It consists of one rate— 
6 percent, while in Minnesota where they only have a rate ceiling of 
$8 GMAC furnishes eight different rate charts from $5.85 to & a 
hundred. 

Mr. Dixon. If it is $6 in Ohio and the dealer could only make 2 

percent, then they would have to pay him 4 percent for that paper. 

Mr. Jones. No; 2 percent—what do you mean; they pay him 4 

percent ? 

Mr. Drxon. How could the dealer make 2 percent if he charged 4 

total of six to the customers? 

Mr. Jones. Now, wait a minute. Hardly any new car sales are for 
. . * 

a year, Let us suppose it is a 3-year contract; 1t would be 18 percent, 


e 





ower’ ~erwernma | |6TEOE KOT T AT SY. UTC OA CHIT AT 





Mem ews 





ru 








000 
and 
d 
e 


tre. 
his 
ple 
hen 
oes 
ort 


the 


put 
| to 
ted 
in 
re- 
the 
ind 
55, 
er- 


ive 


rts 


for 
ont, 


oe RE RRR A cS 


= EE se RSEEEMnet en 


AUTO FINANCING LEGISLATION 309 


Mr. Dixon. Yes. ; 

Mr. Jonzs. So if it is 6 percent per _— it would be 18 percent. 
The dealer would get 2 percent only of the 18 percent. GMAC would 
keep 16 percent for the 3 years and the dealer would get 2 percent. 

Mr. Drxon. I was figuring by the year. 

Mr. Jones. Two percent on a yearly contract would leave 4 percent 
for GMAC. But it is 2 percent regardless of length of contract. 

Senator Kerauver. I don’t know whether we can copy into the 
record the rate plans that you have there. 

Mr. Jones. I also have here 

Senator Kerauver. Just amoment. How about the average finance 
companies 

Mr. Jones. How is that? 

Senator Kerauver. Do you have a rate plan of the average finance 
companies to show they are no higher than General Motors? 

Mr. Jones. There isn’t any average finance company. If you want 
a rate chart of my company, I could give it to you, or if you name 
a company, I could give it to you, but there are no rate charges of 
average companies. ‘There are rate charts of companies. This chart 
here is no higher than other finance companies. I don’t pretend 
to say GMAC is worse than anyone else; I am only saying a condi- 
tion of competition exists that causes reverse competition, and they 
use that as one method of building up another pocket of income for 
the dealers. 

Senator Kerauver. Is that other book the rate plan of your com- 
pany ¢ 

Mr. Jones. No. These are the two rate charts of—well, this is the 
rate chart of Minnesota where they have a rate limit of $8 a hundred. 
They have got seven rate charts. You can see the difference. 

This is Ohio, where they have one. 

Senator Kerauver. Will you get the rates of your company, for 
instance, and furnish them to the committee? 

Mr. Jones. I don’t have them with me, but I will certainly furnish 
them to you. 

(The material referred to may be found in the files of the subcom- 
mittee. ) 

Senator Krrauver. Would they cover the same States? 

Mr. Jones. The same States? I am sorry. I don’t operate in the 
same States. I have a small company. I operate in Indiana and 
Ohio. I can send you our Ohio rate charts and our Indiana rate 
charts. 

Senator Kerauver. All right. That is all. 

Senator Harr. Mr. Chairman 

Mr. Jones. Here is a dealer—if I am going too fast, Senator, stop 
me. 

Senator Kerauver. Senator Hart. 

Senator Harr. You started way back to go too fast for me. 

Mr. Jones. I am sorry, Senator Hart. 

Senator Harr. Mr. Chairman, may I ask a question 

Senator Kerauver. Yes, sir. 

Senator Harr. Trying to get on the track again, with respect. to 
your ability to get paper from General Motors dealers in Ohio, is it 
an, different than in Indiana where you don’t have this uniform 
rule? 














310 AUTO FINANCING LEGISLATION 


Mr. Jones. Different in what respect? Do you mean is it eagier? 

Senator Harr. Do you have any success in Ohio that you don’t haye 
in Indiana, and if you don’t, why not? 

Mr. Jones. I don’t mean to dodge your question, Senator, but m 
company has operated since 1922—that is 37 years—in Indiana 

: and 
we just started 1 year ago in Ohio. 

So it wouldn’t be a fair estimate because of the time factor that 
has got a lot to do with your customers. I don’t have an appraisal 
of that situation, whether it is easier to get business in Ohio. [I don't 
think I would be in a position to express an opinion on it as a regylt 
of the limited experince. 

Senator Harr. You are not in a position to advise us whether gen- 
eral application of this Ohio formula would produce a common ¢om- 
petitive level between independent companies and GMAC? 

Mr. Jonss. Well, that is a good question. Referring to Minnesota 
and Ohio laws, in light of your question. The Minnesota law of 
$8-per-hundred rate on new cars as it exists today would permit all 
finance companies to operate. But if this was lowered in order to 
protect a worthy new-car purchaser from being charged the limit, 
then this lower rate might be too low for some small finance com. 
panies to exist under. This problem is not present in the Ohio rate, 
In the Ohio formula the elimination of the pack automatically elim- 
inates the reverse competition, so that worthy new-car buyers de- 
serving of a $6-a-hundred or a $5-a-hundred rate will get it and stil] 
the small independent finance company servicing higher risk paper 
is able to stay in business. 

Senator Harr. I don’t want my silence to mean that I am agreein 
with you on fixing rates at which cars should be sold. I don’t thi 
we are here undertaking to do that. 

Mr. Jones. I don’t think so either. 

Senator Harr. I had the impression from your response that you 
thought perhaps we should. 

Mr. Jones. | don’t. 

Senator Harr. If I may 

Mr. Jones. You don’t understand why I am talking about this! 

Senator Harr. No. Let me proceed. Well, yes. Perhaps that is 
my problem. Why is it relevant to the consideration of the bills 
before the committee? 

Mr. Jones. Mr. Dixon has asked me a lot of questions about finance 
charges and I was simply answering the questions and I have to talk 
about rates because there has been an awful lot of talk about rates 
and the customers by others and in press releases. I agree with you, 
under this law we are considering, rates have darn little to do with 
what the purpose is. You are studying here whether or not there is 
a restraint of trade or a monopolistic condition existing, and rates 
have very little to do with it, and from what I read about monopolies, 
they generally, for a period of time, provide low prices. But that 
doesn’t justify restraint in trade. But there has been a great deal 
of questioning about customer charges. And I am simply explain- 
ing what causes high rates. 

As I said in the beginning, Senator Hart, we should get the record 
clear on the high finance charges. High charges are not accounted 
for by the difference between the net rates charged by GMAC and 
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nee companies. High charges are accounted for by the 
ard aye Mr Yntuma of Ford calls fluff. Newspaper stories 
roe inferred that if GMAC was separated from General Motors 
higher charges would result for the public. GMAC has inferred 
as much in their statement filed here. Actually if we believe in the 
American principle of supply and demand setting a fair price, then 
the only thing we have to concern ourselves with is the supply. No 
one has ever inferred that there is a lack of supply. If GMAC were 
separated from General Motors it would not affect this supply. The 
only thing that would happen would be that GMAC would be owned 
one day by General Motors and the next day, after separation, be 
owned by the stockholders of General Motors. The only thing that 
could happen would be that if the insurance companies who own 
their subordinated debentures would insist on GMAC performing its 
obligation, then General Motors, before the separation takes place, 
would have to increase GMAC’s capital by 50 percent. This would 
not decrease the funds available but only increase, which is certainly 
on the favorable side. 

Senator Harr. Thank you, Mr, Chairman. 

Senator Keravuver. All right. Mr. Jones, is there anything else 
you want to tell us about ¢ ; . 

Mr. Jones. It has been suggested here that I make it plain that 
they have implied their rates are low rates, and we just—we are giv- 
ing evidence of the truth about it. 

Senator Harr. I understood that portion of it. 

Mr. Jones. And then I was drawn into further conversation by 
Mr. Dixon wanting to know about the competitive situation. I am 
not here to make any statements against General Motors Acceptance 
practice because this is a competitive practice. 

Senator Kerauver. Mr. McHugh, do you have any questions to ask? 

Mr. McHvuen. Mr. Jones, have you ever had any occasion to know 
how the officials of GMAC feel about this effort to cap dealer par- 
ticipation ? 

r. Jones. No. The only information I would have on that would 
be information that resulted in what I would say was very personal 
conversations and I believe it would be misunderstood, and I don’t 
believe it would add anything to this meeting for me to disclose to you 
gentlemen, something that I might say in a discussion with competi- 
tors on legislation. 

Mr. McHueu. No other questions, Senator. 

Senator Kerauver. Mr. Peck? 

Mr. Peck. Just one point, Mr. Jones, perhaps to clarify the record. 
Do we remember correctly, sir, that you said that the rate actually 
charged to the purchaser of a car is determined by the dealer who 
sells the car? 

Mr, Jonxs. I never said that. It has been said here today. 

Mr. Peck. Pardon? 

Mr. Jones. That has been said here today. I never made that state- 
ment. 

Mr, Prcx. I just wanted toknow, Thank you very much. 

Mr. Drxon. Who does determine that rate, then ? 

Mr. Jones. Well, I would say technically, legally, on the time-price 
theory, that the dealer selling the car establishes the cash price and he 
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also establishes the time price. But if a finance company gives him 
eight rate charts to make up their different time charts, I don’t know 


makes the rate naturally. That is the time-price theory. 

Mr. Peck. But, Mr. Jones, the dealer does have the choice to elect 
whichever charge of the several ones he wishes. 

Mr. Jones. He does. That isright. He has the choice. 

Mr. Peck. And is it not also true that all finance companies offe 
these several choices to the various dealers ? 

Mr. Jonzs. I would say this, that the principal finance companies 
do that. Now you might have an isolated finance company that jg 
owned by some individual who is in control of his company and who 
says, I am just going to have one rate charge. I expect that there are 
some such companies but companies that are in the thick of competi- 
tion have to compete. 

Mr. Peck. So regardless of the finance company being used by an 

given dealer, the dealer does have several elections which he may make 
according to his estimate of the picture. 

Mr. Jones. Yes, sir. 

Mr. Peck. Thank you very much. 

Mr. Drxon. Mr. Jones, how does your rate, the conference members 
rate that you pay for paper, compare with the amount that GMAC 
pays to their dealers? 

Mr. Jones. You mean the reserves? 

Mr. Drxon. I mean if you purchase a contract from a given dealer, 
you must pay him for it at some rate. I don’t know what you call 
it in your business but how does the sum you pay, or the rate you 
pay, compare to that sum that GMAC paid? 

Mr. Jones. The difference is in the net discount. Now GMAC will 
have a pretty consistent rate over the country, but I do believe they 
have a lower rate in large centers than they do in other more sparsely 
populated areas. A city like Chicago, the big dealers there might get 
a better rate. 

My company’s rate on a new car will be about $5 a hundred net to 
us. 

Mr. Drxon. If one of your dealers that you were doing business with 
used the book and use an $8 rate—— 

Mr. Jones. He would have $3. 

Mr. Drxon. He would have $3 left. Now let’s take GMAC as an 
example. 

Mr. Jones. I think GMAC would be about a half dollar less than 
we would. 

Mr. Drxon. In other words, he would pay the dealer less for it than 
you? 

Mr. Jones. No. He charges the dealers less. He has less of a dis- 
count on the paper. In other words, if they added $8 and I would 
want $5, he has $3 left. I have a chart right here where it says $4.85. 
That is GMAC’s. Now I understand there is a big automobile dealer- 
ship in Chicago, I believe they have got a rate as low as $4.25 on re- 
course paper and $4.55 on nonrecourse paper. Does that answer it! 
Mr. Drxon. Does that mean that the dealer would keep $3.75? 
Mr. Jones. That’s right, that is on the $4.25. I probably would not 
do business with that dealer. He is too big a dealer for us. I do 
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business with the smaller dealers in Indiana. Does that make it clear 
ou? 
ag Drxon. I understand. 

Senator Kerauver. How does the dealer get the $3 back? A re- 
serve is set up in GMAC and then he eventually gets the money from 
the reserve; is that correct? a 

Mr. Jones. On this plan in front of me here, this is a GMAC dealer 
plan, I will put 1t in the record for you. 

Senator Kerauver. It may be made a part of the record. 

(The material referred to may be found on p. 504.) 

Mr. Jones. Discount for GMAC is $4.85. I might say here that 
plans may differ from time to time and in various parts of the country. 
I am only reading you the rate plan as shown on this sheet, and the 
date and place is recorded on it. The discount rate for GMAC is 
$4.85. In the next column it shows a reserve for the dealer of $1. 
The two totalled together would be $5.85, and that would be the 
normal rate based upon a normal dealer reserve participation. This 
sheet includes other rates as follows: $5.85, $6, $6.25, $6.50, $6.75, $7, 
$7.25, and $7.50. To the extent the rate is in excess of $5.85 the dollar 
is increased by a similar amount. 

Senator Keravver. I want to know how the dealer gets his money 
back from this pack. 

Mr. JoNEs. bets take a deal where a dealer would have $3 coming 
regardless of the rate. As I understand it, I am telling you how some- 
body operates so this is the way I understand it. GMAC would set 
up $1 on their books, which is reserve for loss. That is the one I was 
telling you about, the normal reserve for loss out of which over the 
years each dealer got $3,000 for each car that he got back. That is the 
normal reserve. Now the $2 would be the extra reserve or what we 
normally talk about as rebate or pack, etc. 

That $2 as I understand it is paid to him either with the check for 
the unpaid balance or on a settlement date every 30 days after deduct- 
ing any required special loss reserve fund. 

Behator Keravuver. How do you operate ? 

Mr. Jones. About the same way, only we don’t operate recourse. 
We would not have that dollar on our books. Our paper is almost all 
bought without recourse in our company. We have for years bought 
without recourse. 

Senator Kreravuver. Thank you very much, Mr. Jones. 

Senator Harr. May I ask one more question ? 

Senator Kerauver. Yes. 

Senator Harr. Perhaps you have been an automobile dealer? 

Mr. Jones. No, I never have been. 

Senator Harr. I am confused, among others, on the very basic ques- 
tion of who decides whether a car is going to be sold or not. I have 
always assumed that a sale of an automobile is possible only when the 
fellow that comes in off the street decides that he is going to buy it. 
That is when the sale is made. Nothing happens from the assembly 
line through the finance company until that decision is made by the 
fellow coming in off the street. 

This isn’t a fair question to ask you, not being in the business, but 
how much does the buyer concern himself with this; how much does 
the fellow coming in off the street care about the financial arrange- 
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ments? I would assume it is of great importance to him because it | 


determines how much the product is going to cost him. Does the 
coming in off the street to the dealer know there is available to hi 
if he shops, all of these variety of opportunities that you are describ. 


ing? 

ie. Jones. Variety of opportunities ? 

Senator Harr. Yes, that he could go to the bank? I can’t belieyg 
that the dealer would kick him out if he said, “Well, it is no sale yp. 
less I do it through the bank.” Perhaps some dealers would but I 
haven’t heard of any yet. 

Beginning with that extreme down to the GMAC-only signup, how 
many buyers of automobiles shop in this sense the way the woman 
shops at the market? She will make sure whether it is a 3-cent dif. 
ference on a dozen items that she has got the best net to her for her 
marketing day. How many automobile buyers make that effort in de. 
termining their purchase? 

Mr. Jonzs. I think there are quite a few. I don’t know how many, 
I mean there are quite a few, and of course unfortunately there ar 
a lot of people when they buy an automobile they are excited and 
they want to get into that car as soon as they can and they are im. 
pressed that the salesman is a dependable fellow and they buy the 
car and they don’t pay too much attention to charges. They just want 
to know “How much are my monthly payments”, and if the month] 
payments are all right, they don’t pay too much attention or cnewgh 
attention to the rate. 

But if there was the incentive taken away of packing, why then 
they would get a decent rate just as you get a decent price on any- 
thing that you buy in a store. 

Senator Harr. Assume that the dealer was required to not only 
give them his monthly rate which includes the packing you tell me, 

ut everybody else’s rate in that area. What effect would that have! 

Mr. Jones. Well, that of course gets into the ground as you say, 
that is really State legislation. I agree with you, I never thought we 
could or should get any relief on it here. I think there have been 
State laws called exposure laws, to expose the amount of pack, and it 
is an effective way of doing it. But it is a problem for State legisla- 
tion, and I think this rate situation, which has been brought fy 
as you have indicated and some of the others and as Senator O’Ma- 
honey has indicated, it isn’t really a proper subject of discussion here. 
But it is important to you because you are interested in how the pub- 
lic comes out. Now I think the important thing is what happens in 
this whole thing if GMAC is divorced ? 

It doesn’t change it one bit excepting I kind of think that GMAC 
would be more inclined to practices that would cause the public to have 
confidence in the finance business, because that would then be their sole 
business. Don’t you think so? 

It would kind of make me hope that they might adopt practices that 
would gain public good will for the finance business instead of the 
practices that go for merchandising a car. 

I think the dealers definitely would be better off, as I outlined here. 
Wouldn’t the dealer be better off if he did business with an inde- 
pendent GMAC so if another manufacturer offered him another fran- 
chise he could continue to do business with GMAC, and would take 
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his financing source to the new franchise and then there would be a 
freer market in the automobile business? Don’t you think so? Do 

ou see what I mean, Senator Hart? That would be the change that 
would take place. 

Now Mr. Yntema ef Ford Motor Co. also made the statement that 
the reason why Ford wanted a finance company was because many 
dealers didn’t have the services of the finance companies. He pointed 
out several times that GMAC assured these services, assured low rates, 
and I would like to show you here a typical example of how the com- 

arative picture stands in Indiana. 

This is based upon the department of financial institutions list of 
licensees that are in the finance business, banks and finance companies. 

Senator Kerauver. Mr. Jones has furnished the committee with the 
Annual Report of the Department of Financial Institutions, State of 
Indiana, July 1, 1957, to June 30, 1958, which will be made an exhibit. 
We won’t attempt to print it for the record. 

Mr. Jones. I can get you more copies of that if you want it from the 
de a someone will let me know if you want more. 

nator Kerauver. You tell us what the significance of this report 
is. 

Mr. Jones. This map is from informatiow contained in the book 
and sets out branches of General Motors Aceeptance Corp. Mr. 
Yntema stated Ford wanted their own finance company so as to give 
service to all then dealers. 

Senator Keravver. Let that be made a part of the record. 
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(The map referred to follows :) 
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oom Jonrs. There are GMAC’s branch offices in the State of In- 
jana. 
Senator Keravuver. i have eight branches. 
Mr. Jonzs. There is really nine. There are two in Indianapolis. 
Senator Keravuver. Let that be made a part of the record, too. 
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. Jones. This second map shows finance company licensees and 
ie towns, 28 here in South Bend, 6 in Mishawaka, down in my 
own county of Grant, there are 17 offices in Marion, the county seat 
and 2 in Gas City. That adds up to quite a few officers, several 


dred. 
i The map referred to follows:) 
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Here is the same thing by counties, how many finance compan 
licensees there are by counties. y 
(The map referred to follows :) 
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This is the number of banks that are licensed and give service tt 
dealers in Indiana. 
(The maps referred to follow :) 
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r Kerauver, Let all of these be made a part of the record. 
any} = Mr. Jonzs. I bring it up here because I think it is significant in 
several directions. I have nine offices in Indiana, and I can’t get 
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any business in any city unless I have an office there. 
I have no way of influencing the dealers to do business with me 
except I have an office. The type of paper I buy requires an office 
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in that town to collect that paper. I would estimate GMAQ) oy 
of about $350 million outstanding in Indiana, would account for 
$90 million outstanding in nine offices. 
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Mr. Drxon. You mean by that they are in business in other places 
where they don’t have offices? 

Mr. Jones. That is right. They cover the entire State with only 
nine offices. This is a typical situation all over the United States 
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Indiana is no different. I have a list here of all the States that have 
Jaws that require licensing. Some laws don’t require licensees so we 
don’t have information on them. I would like to file this for the 
record and read it to you. _ 

Senator Kerauver. Let it be made a part of the record. 

(The list referred to follows :) 


Licensed sales finance companies—States requiring licensing * 


rado: 
as Smiles TRAUNCO OCC a nnn iid aedddimdd date et 125 

GAO Ofi006 tire ene gae scanner enemmern 2 
Connecticut : 

Teen emlew Tnince olntens oe od lg 99 

A CRB nn chtetbi nce ntcnwen nati lenddbnecdedbsicedacis 4 
Florida (estimated) : 

ne Gnree MONOD OlNCON 150 

I I i tetas nop lille ee sci add apace tehleg oemacsh ea 11 
Indiana : 

maeenees wales: finatice. offices... on ta ey 619 

OR PORN coco renin asst mene api Sa ibaa tiie) Gablacedaiedaict nana aaieieae 244 

I SB ca i a see ee Ae ee 60 

REED SUING cies cig cecniebecacen estas Whneiscs icihescoagaies De Aedamhes bisctgig ise at ae col 9 
Kansas: 

Réconnmed gales finance office@i cies o os a a 91 

ah ance ng nintbeeh ctannitialiaiandh: Seennascttty eanatataeitndtellamenitainaiacdling + 
Kentucky (estimated) : 

er ene UNOUNEN DOIN 9 oi esancemcetpctinsonsinenedapayahoaiascbcbaliindtbeneeistocsmenesiea 87 

MA? CMmOOR state St i ee 2 
Louisiana : 

Pe eeTIN) GTI SERIO I ah ade essctintin woticinisdhaiinte ta lccemepiatns athena tea 205 

ID «aaa corti dng nsnadlins dees ceriniseniteen laesdiaaliaened aes sal oa 6 
Maine: 

peceueee Shles Biadticé coffees. o2  e 44 

RN Sa cle Siciiicbectilbhencsh Rndeaidebch dace bed labida cite eiassibl abn niece ile, 1 
Maryland: 

I eee 202 

Game Gaices (5 Ot oF Stites) 2 rh es a 5 
Mississippi : 

Nes DUNTONS TMC: OTRO an i iii cin hecticbcsidicr ain Shatin cteeale 78 

I nt cach ikea incites esa dala ions aepsnnncaaecaie imate a 7 
Nebraska: 

paceueed salen finance offiess.2 2... ot) a id 73 

pe) MOM S553 a re pe ele 2 
New Jersey: 

I IIS SURO 214 

Oe EEE a BE ASE cL SAIL Oe Ee et 6 
Pennsylvania: 

Riceneed sales finance offices... 5 302 

Tn adh a ate aN cr ee ate eee 20 

a ee 326 

ROI INU. hs.d isn Serene insascociecs torus atlases paseo ea tet Ned a STE Sent 176 
South Dakota: 

tr NIN. SUNN CIN eater gnenaci Siena sdeidadns ncaa a et 87 

I ia a 1 
Wisconsin: 

ee ee ee ee ee 129 

Banks licensed under sales finance law__.__.__.__._.......____. 145 

MAND QU ta cath tibet ineitbbnt ail Lit te ete poe es 6 


1No return as yet from Michigan, Minnesota, and New York. 


Mr. Jones. License sales finance companies, Colorado, 125 licensed 
financed companies. GMAC has two offices there. How do they get 
business all over the State ? 
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Connecticut, 99 licensees, GMAC hasi4. Florida, 150 licenge| 
finance companies, GMAC, 11. Maine, 44 licensed finance companies 
GMAC has 1 office. 

Mississippi has 78 licensed, GMAC 7. South Dakota has 87, ] 
think there isa letter from one of the Dakotas? 

Senator Keravuver. That is North Dakota? 

Mr. Jones. Well, North Dakota doesn’t have a law so I don’t hayg 
the licenses, but I would imagine North Dakota has somewhat of q 
similar situation. There are 87 licensed finance companies in South 
Dakota, and 1 GMAC office. 

Senator Krerauver. That is very interesting. 

Mr. Jones. That is the factory influence, I think. It. shows tha} 
when a GMAC man calls on a aia Motors dealer there are two 

ople walking in the door; he represents GMAC and General Motors, 
tis the influence. 

Mr. Dixon. How does a purchaser of a General Motors car 
service, as you people speak of that, if he is 150 miles away from ¢ 
nearest office that is holding his paper? 

Mr. Jones. Well, he pays the account. GMAC has collectors going 
around the State collecting those accounts, but I understand that 
they also ask help from their dealers on delinquent accounts, I think 
much more than we do. It is a cinch we can’t ask for dealer help be. 
cause our business is bought without recourse. 

Senator Keravver. The point you make it that you can’t get any 
business in a town unless you have an office there. In Indiana they 
have eight offices. Yet they are doing business all over. 

Mr. Jones. They have eight offices in Indiana and my estimate of 
their outstanding would be some $90 million. I have nine offices in In- 
diana and we have about $9 million in retail outstanding. Now ther 
must be a difference accounted for only by the influence GMAC has 
with dealers. They do business with them regardless of service, 

Mr. Yntema of Ford criticized C.1.T. for having too many offices, 
and then turns around and insists that sparsely populated places 
should be served. 

Yntema says that C.I.T. should have imitated GMAC, implies that 
this is what their finance company would do if they had one. If 0, 
Ford would only establish eight offices in the State of Indiana. Also 
Ford’s first unofficial announcement of going in the business several 
months ago mentioned Indianapolis as one of the cities. In Indian 


apolis GMAC offers rates up to 7.50 a hundred but there are bank | 


rates as low as 4.50. If he is interested in going into the sparsely 
populated parts of the country and where there is no bank competi 
tion, why does he go to places like Indianapolis? 


UNEXCELLED FINANCING FOR DEALER MERCHANTS 


Mr. Yntema also said Ford was going into business to assure funds 


for Ford dealers. Let’s examine the situation. Show us another | 


merchant with so many sources of competitive funds, or even ap- 
proaching the situation. Not only are ample funds available m 
every section of the country and available to well-financed dealers, 
but also to weakly financed dealers. Show us another group of 
merchants who can receive 100 percent credit on its inventory such 
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as automobile dealers are universally accorded ; the full cash unpaid 
balance on retail time contracts plus a participation in the finance 
charge. Show us any merchant that in addition to these credit 
facilities also obtain loans to make up for the deficiency of oo 
Finance companies including C.I.T. and all the other independents 
have millions of dollars invested in capital loans with automobile 
dealers, and these include Ford and Chrysler, and other dealers 
representin independent manufacturers. All these credit. facilities 
are available from not just one finance company but a whole group 
of them waiting in line for the privilage of serving the dealers’ 
accounts. If there ever was a poor case made, Ford made a poor 
one of the need of the manufacturing finance company to assure 
credit to its dealers. All this, plus the fact that GMAC does not 

out of business, it continues to exist, and as a matter of fact 
adds its facilities to those of the other companies for the benefit of 
Ford, Chrysler, and other independent manufacturing dealers. The 
myth about the need of a factory owned finance company for the 
financing of Ford merchants is exploded by hard facts. Likewise 
the concern for low cost to the consumer myth is exploded by stub- 
born facts, not theories, but GMAC’s own rate charts and GMAC's 
own dealer finance plans. 


THE POWER OF EXCLUSIVE GMAC LEVERAGE 


General Motors in their filed statement had attempted to play 
down the advantages that GMAC has in the money market. A busi- 
nessman cannot read with any pride the complete statement filed by 
GM. Pages 30 to 37 cover the effort of GM to refute the allegation 
that GMAC borrows more money than independents because of their 
ownership by General Motors. At the top of page 30 their first 
statement is as follows: 

It is alleged from time to time that GMAC is able to borrow much more 
money in relation to its equity capital than any other sales finance company 
and that this ability exists only because it is owned by General Motors Corp. 
This allegation is definitely true, and all they have done, unfortu- 
nately, between pages 30 and 37 is to attempt to cover up and confuse 
the picture. 

In reading the GM statement I am reminded of an old aphorism 
which is credited to the early Puritans. It well could be so credited 
considering the trouble they had with unworthy authority. It goes 
a8 follows: 

The four stumbling blocks to truth: 

(1) The influence of fragile or unworthy authority. 

(2) Custom. 

(3) The imperfection of undisciplined senses. 

(4) The concealment of ignorance by ostentation of seeming 
wisdom. 

Inside and outside of Congress, statements made by officers of large 
corporations too often are accepted as gospel truth without proof. 
This happens so often that the officers ‘become so accustomed to it 
they begin to believe that their assertions make truth. No other ex- 
planation could account for the statement filed by GM. It one is 
willing to take the time and make the effort to study the facts instead 
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of relying on unworthy authority, the invalidity of their assertions on 
borrowings will be completely exposed. GM, for the purpose of proy. 
ing their claim respecting borrowing advantages, “The differentia} 
is not at all substantial and not at all significant,” have cleverly per. 
verted the facts by separating their senior debt from their subord)- 
nated debt in the two tables on pages 32 and 34. On page 32 they 
compare GMAC with C.1.T., Commercial Credit, A.IC., Pacific 
Finance, and General Finance, for the periods running from 1948 to 
1957, and have set this out as percentage of the senior debt to total 
assets. By setting it up on this unusual basis it makes the senior debt 
ratios of all these companies look similar, when they are actually 
extremely different as will be shown below. It would appear they had 
even percented this to total assets, because it removes this table one 
step away from what their very discussion is about, liabilities, 
Fortunately, a rank amateur in finance knows that total assets are the 
same as total liabilities. So the 85 a refers also to the liabilities, 
The remaining 15 percent of liabilities then composes the capital 
funds which consists of the total of the common net worth and sub- 
ordinated debenture bonds. 

This, then, shows a leverage ratio of 85 to 15 or 5.67 to 1. From 
the same table we find C.I.T. shows its liabilities as 79 percent of 
assets leaving 21 percent for capital funds, or a senior debt ratio of 79 to 
21 or 3.76 to 1.. Immediately below this table GM states: “It will be 
seen that the percentage is only slightly higher in the case of GMAC, 
or putting it the other way, the protective cushion is somewhat 
lower.” Now what are the facts? The difference between GMAC and 
C.I.T. Corp. is exactly 51 percent. The simple computation illustrat- 
ing this difference is set out as follows: 

Percentage of senior debt to total assets: GMAC, 85 percent (re 
mainder, 15 percent) ; C.I.T., 79 percent (remainder, 21 percent). 

Ratio: GMAC 85/15—5.67 to 1; C.1.T. 79/21—3.7%6 to 1. 

Relationship of ratios is 5.67/3.76 or 151 percent. 

Thus GMAC is 51 percent greater. 

It doesn’t take much additional computation for the balance of the 
companies for one to see the rank differences between these companies 
and GMAC, and the most significant thing perhaps is the fact that 
GMAC should think that they could get by with such sophistry. 
But the officials of GMAC and General Motors have become accus- 
tomed to their mere statements and whims being accepted at face 
value. 

On page 33 they explain how total working capital is divided 
into subordinated indebtedness, preferred stock, common stock, and 
surplus. Then they make a classical statement at the bottom of the 
page which has never been heard of before or occurred to the minds 
or hearts of any finance executive: 


In determining the split between these different categories, a corporation has 
a certain degree of choice. Some corporations, as in the case of GMAC, may 
prefer to put a smaller amount in capital stock and surplus and raise the balance 
by the subordinated indebtedness route. This method increases total outside 
obligations and has the disadvantage of the interest being a fixed charge and 
the principal being payable at some fixed maturity. Since the finance business 
has proven profitable, the stockholders of some finance companies may prefer 
to have a higher amount in capital stock and surplus in order to channel in- 
come to themselves rather than others. Or stockholders may object to the fixed 
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interest and maturity aspect of subordinated indebtedness. To a substantial 
degree, however, the decision as to the split of the “cushion” rests with and is 
determined by the holders of the common stock. 

It is hard to choose which statements in the above quotation are the 
most absurd. But perhaps the following statement comes in first: 

Since the finance business has proven profitable, the stockholders of some 
finance companies may prefer to have a higher amount in capital stock and 
surplus in order to channel income to themselves rather than others. 

This refers to the issuance of subordinated debenture bonds. Sub- 
ordinated debenture bonds were invented by an independent finance 
company and at the time of this of this invention a comparatively 
small, independent finance company. It was invented by the General 
Finance Co. of Chicago, Ill., in 1934, and it was invented for the then 

urpose and for the same purpose it has been used ever since by all 
Paanice companies, including GMAC, and that purpose is to increase 
the borrowing leverage in order to secure the following results: To 
be able to make greater profits on the common stock or to reduce rates 
to customers, but more often both. ‘Subordinated debentures is a debt, 
pure and simple, nothing else. It is not equity capital. You no more 
share your profits with holders of subordinated debt than you do 
with holders of other indebtedness. In every respect subordinated 
debentures are identical with any other kind of debt except this one 
important feature that was invented by General Finance. It is sub- 
ordinated to other debt and for this reason it can double the company’s 
borrowing ratio (just referred to in discussions on the tables above) 
if the company is permitted to borrow 100 percent in subordinated 
debentures to its common net worth. If it is permitted to borrow 
200 percent of its common net worth then it can multiple its borrow- 
ing ratio by 3. It’s that simple, and it’s that important. It is unlike 
common stock and like other debt in that interest paid to the holders 
thereof is deductible from income tax. Even its cost—the interest 
paid on these subordinated debenture bonds—is extremely more 
similar to senior debt and other borrowings than to the 20 percent 
after taxes that GMAC is required to make on its capital by its parent 
corporation. 

The following rates for GMAC subordinated debentures are taken 
from the supplement to the 1958 GMAC annual report, on page 11, 
as follows: 

Three percent subordinated notes due November 1, 1959; 314 percent sub- 
ordinated notes due June 1, 1957; 4 percent subordinated notes due June 15, 
1957; 544 percent subordinated notes due November 1, 1984; 35 percent junior 
subordinated notes due April 1, 1967; 4 percent junior subordinated notes due 
April 1, 1967 ; 334 percent junior subordinated notes due April 1, 1973; 4 percent 
junior subordinated notes due April 1, 1973; 4% percent junior subordinated 
notes due April 1, 1973. 

Now compare these rates with the rates they set out on page 37. You 
will see the similarity between subordinated notes and the interest 
paid on their overall indebtedness. 

By dividing the leverage chart on page 30 into the two charts 
on 32 and 34, GM has only accomplished what they apparently at- 
tempted—that was to make dissimilar borrowing leverages appear 
more alike. At the bottom of page 34 they continue to analyze for 
the apparent purpose of confusion and finally with misrepresentation 
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of the facts by withholding important information. In the nex 
to the last paragraph on page 34, they state: 

Two possible further questions could be raised: (a) Is it possible for GMAC 
to borrow more money in the way of subordinated indebtedness than others, 
and— 

Then in the next to the last paragraph on page 35 they state the fol. 
lowing: 

It is not true that GMAC has a special position with respect to the manner jn 

which it develops the protective cushion, due to the ownership by 
Motors Corp. Other substantial companies could approach the GMACG Position, 
Their present division of the cushion is largely one of their own choosing ang 
not to any substantial degree a result of circumstances beyond their contro), 
If GMAC has a special position in any way with lenders it is simply because 
its operations are rated more credit worthy than those of others. 
In previous testimony I have filed a copy of a special loan agreement 
between the large insurance companies of this country and GMAC, 
and it definitely states that so long as General Motors owns GMAC, 
GMAC may issue subordinated debenture bonds to the ratio of 209 
percent of its common net worth but in the event of separation it 
would have to reduce it to 150 percent. This loan agreement is sig- 
nificant of two things: (1) That it makes the report that GMAC has 
filed with this committee an unworthy authority because it absolutely 
refutes the statement that— 


It is not true that GMAC has a special position, with respect to the manner 
in which it develops a protective cushion due to the ownership of General 
Motors Corp. 


(2) It refutes the other statement in the same paragraph : 


Other substantial companies could approach the GMAC position. Their pres 
ent division of the cushion is largely one of their own choosing and not to any 
substantial degree a result of circumstances beyond their control. 

The loan agreement proves that GMAC itself does not even have the 
on of this extreme leverage except by ownership of General 
Motors. 

On page 37 GM sets out a comparative chart on the comparative cost 
of money based upon the interest it pays on all borrowed money. 
Even this chart, which comes closest to setting out facts, is, to asur- 
prising degree, misleading. In the first place, it must include the 
interest on the subordinated debenture bonds because at the top of the 
chart it states rates of interest paid per annum, and the return onsub- 
ordinated debenture bonds is interest. This is mixing the cost of capi- 
tal cushion, a higher cost obligation, with senior notes, and because 
they have a greater amount of capital cushion it causes their slightly 
lower rates to be raised by including both types of borrowings. Fuar- 
thermore, this chart includes only the larger finance companies. Gen- 
erally speaking, only automobile finance companies with capita] funds 
of $15 million or more are qualified for the prime rate. Companies 
below the $15 million mark must pay a correspondingly higher rate, 
The difference should amount to from 25 to 50 percent greater cost in 
interest. Another absurd and radically misleading statement is made 
in the paragraph at the top of page 35: 


While some smaller finance companies have substantially higher ratios of sub- 


ordinated indebtedness and/or capital notes to capital stock and surplus than | 


GMAC, studies reveal that larger finance companies are limited to a ratio of 
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125 percent or even 100 percent. As of the end of 1958 GMAC was borrowing in 
this manner only 129 percent of its total capital stock and surplus. 
I have been in this finance business for 37 years and have been presi- 
dent of our national trade association, and know most of the leading 
automobile finance companies in the country. I don’t doubt that 
GMAC has found some isolated company who have put out subordi- 
nated or junior subordinated notes in their local community that 
might have a ratio higher than GMAC is permitted. However, I 
don’t know of such a company. And when they are identified, it will 
likely be shown that most of their borrowings consist of this type of 
tanks with very little funds from sophisticated banks and insurance 
companies. Furthermore, the chances are that they will account for a 
very small part of the finance volume. ae 

On page 36 they set out a chart which is very significant. They 
state they show this chart for the following purpose: 

It is interesting to analyze what would happen if GMAC had doubled its capi- 


tal and surplus in 1957 and realined its borrowing-to-capital ratio to approxi- 
mately that of those who complain, without adjusting its finance charges. 





| Hypothetical, 
| Year 1957 | twice 1957 
| year end 
equity capital 





| 
| 
Ratio of total liabilities to total capital and surplus (year end) ............_- 15.1 to | 7.0 tol 


1 
Net income for the year (millions) --_.-- _- $36. 0 $50.6 
Percent return on— 
Average receivables. __. : . - > <n 11 1.2 
eS CoG. det sina dcantinadatocchdascsweus 18.3 10.1 





Such a change would have had no necessary effect on GMAC plans, policies, 
and practices in the general operation of its business. It would have, of course, 
eliminated any basis for the allegation of a favored position with respect to 
its borrowings. 

Here they do show the important power of leverage. The leverage 
that they have obtained is exclusively the leverage of GMAC. No 
other company by its choice based upon the facts that have been dis- 
closed could have any such leverage. It is interesting to further note 
that, their hypothetical reduction of leverage shows only a reduction 
in percent of profit with no increase in the return on receivables. 
Fortunately, the Antitrust Committee knows that no management of 
any division or subsidiary of General Motors would keep their jobs 
if they proposed any such return on the investment of the subsidiary 
under their management. The executive committee of General 
Motors requires 20 percent after taxes. 

Their analysis of the borrowing ratio does enable me to use the 
authority of GMAC to do the same thing and set it out on a chart. 

(The chart and material referred to follow :) 
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ILLUSTRATION OF THE EFFECT OF BORROWING RATIOS ON RATES CHARGED By GMAC 


The figures set forth in table A are based on GMAC’s operations for 1957 
when the GMAC borrowing ratio was approximately 17 to 1. The chart shows 
for different borrowing ratios the percent of increase that would have been 
needed in charges to the customer as compared to the borrowing ratio in effect 
for 1957 to enable GMAC to realize a profit after taxes equal to 20 percent of 
common capital and surplus. In making these computations the following 
assumptions were made: 

(1) If GMAC is to earn 20 percent after taxes on common capital (this is the 
General Motors’ objective for all operating units and also is approximately 
the result that has been achieved) and if Federal income tax is at the rate of 
52 percent (actual GMAC experience is somewhat higher because of foreign 
taxes), income before tax must be as follows: 





Percent 

If income before tax as a percent of common capital equals (computed)_ 41. 67 
Tax at 52 percent of income before tax will be_--.__...__-___________ 21. 67 
et: after tax (dedired “objective. nccsiicn nc ccd 20. 00 


(2) The relationship between operating expense and provision for losses as 
compared to average total borrowed money and common capital and surplus 
will be the same as in GMAC for 1957, thus: 


Average of total of borrowed money and common capital and 


surplus._---------------------------------------------- million__ $3, 787.5 
Operating expense and provision for losses_____._______....__- aes... 107 
ee thd eneniaincnaniinasitintidsemiininmnaninaiionningiintnndiesitesaeintentien tii 2. 84 


(3) The relationship between interest expense and average borrowed money 
will be the same as in GMAC for 1957, thus: 


Average of total borrowed money_--~---~..--.--.___-___ million... $3, 575.7 
rN haere oh Roem ig agidinasaoed ace eases ben epal a apaaamamacmiantesieaiae Gbiictt: 137.7 
IT II icsniccinescilinseneceoncnquies tii besiiphanransecscnihercieapeiadenneiicgiilteiomaagtiaatmtes a 3. 85 


(4) That the assets and liabilities will include the same percent of miscel- 
laneous items as in the 1957 average. 

(5) In order to simplify the illustration no preferred stock has been included 
in these computations. 

The elements of balance-sheet items for 1957 used in making these computa- 
tions are as follows: 





Total of bor- 
Total Common Borrowed rowed money | Receivables, 
liabilities capital and money and common | net of reserves 
surplus capital and 
surplus 

Dee. 31, 1966........... $4, 033, 100, 000 $199, 800, 000 | $3, 412, 000, 000 | $3, 611,800,000 | $3, 850, 000, 000 
DIOR Bip BOO acdwncccnne 4, 397, 900, 000 223, 800,000 | 3,739, 400,000 | 3, 963, 200, 000 4, 168, 100, 000 
Pe iddidscocsce 8, 431, 000, 000 423, 600,000 | 7, 151,400,000 | 7,575,000, 000 8, 018, 100, 000 
Average......... 4, 215, 500, 000 211, 800, 000 3, 575, 700,000 | 3,787, 500, 000 4, 009, 000, 000 





Ratio of average borrowed money to average of common capital and surplus, 
16.9 to1. 
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Taste A.—Computation of income required for 1 wnit of $100 of common. oq al 
and the number of units of $100 each of borrowed money shown in Ist column 


Desired |Operating 
returnon} expense | Interest 














Assumed borrowing ratio capital, common and on bor- 
borrowed money capital | reserve rowed 
before for money 
taxes losses 
41. 67 WSO Mes. lu2 
41, 67 5. 68 3. 85 
41. 67 8, 52 7.70 
41. 67 11. 36 11. 55 
41. 67 14. 20 15. 40 3 : 62.7 
41. 67 17. 04 19. 25 77, 96 13.00 47.9 
41, 67 19. 88 23. 10 84. 65 12.10 3.7 
41. 67 22. 72 26.95 91. 34 1}. 40 » 
NEE cad nit ne sc ciscanatiimabneeenedined 41.67 | 25.56 30.80 | 98.03 10. 90 4.9 
iil idaitbitiienrnsephinnntabiieiaiandindll 41.67} 28.40) 3465) 104.72] 10.50 19.5 
ed inca ened ccaietiac ches sianinl crtndietiael ath opiiibtgaaabeaelien 41. 67 31. 24 38.50 | 111.41 10. 10 149 
Dice ned bode i tbS sbeebs oe qeeigense 41. 67 34. 08 42.35 | 118.10 9, 84 11.9 
a 41, 67 36. 92 46,20 | 124.7 9. 60 9,2 
Maltin. trot sciecnan ene aast omens 41. 67 39. 76 50.95 | 131. 48 9.39 a8 
i atdisadiahdntnoceniipaatenvitbadtimsbbsthdes 41. 67 42.60 53.90 | 138.17 9. 21 48 
IGS alia nical eda tetginiataidteiaiehdiinia 41. 67 45. 44 57.75 | 144.86 9.05 30 
Pe cicvccevsdbilnccdaddbibockacllaesbiddiad 41. 67 48. 28 61.60 | 151. 55 8.91 13 
Re eed cau t Rl Retin acaunonamaboe thin 41. 67 51.12 65.45 | 158.24 8.79 0 
UE Gicinl an alles nae dasa ictnalaimmasicnth 41. 67 53. 96 69.30 | 164.93 8. 68 0 
ee niccgaaRinacsad ecm menatibs Skew wees 41. 67 56. 73.15 | 171.62 8. 58 0 
' 








* The 17-to-1 borrowing ratio is the approximate actual figure for 1957 based on average of beginning and 
end of the year. 


Note.—The income per $100 to total common capital and borrowed money is not. exactly the same figure 
as average income per $100 of receivables. Certain of a finance company’s funds must be invested in mis. 
@ellaneous items such as cash and there are certain miscellaneous liability items other than common capital 
and bo-rowed money. In GMAC the miscellaneous liabilities exceed the miscellaneous assets such that the 
total of the receivables the company is able to carry is somewhat in excess of the total common capital and 
borrowed money. The income, and thus the percentage of charge in relation to receivables, is therefore 
slightly less than the income related to common capital and borrowed money. In 1957 the income of GMAC 

r $100 of net receivables was $8.60. This compares with the income per $100 of total common capital and 

rrowed money in the amount of $9.11. 


Mr. Jonss, This chart is based upon the following assumptions: 
First, that the hypothetical company would want to make on its com- 
mon stock the 20 percent that is required of GMAC after taxes, and the 
assumption that the interest costs for each unit of borrowed money is 
the average interest cost for GMAC set out on page 37 of their report, 
and the additional assumption that its operating cost will be the same 
as taken from the financial operating report of GMAC for the year 
1957. The black slender line shows the dollar charge per hundred that 
will be required of a time buyer in order to pay 20 percent in taxes and 
operating costs when such a company would only loan its own capital 
without any borrowed funds whatsoever as set up in the first column to 
the left, and shows the reduced dollar charge required on each succeed- 

ing column to the right as the borrowing ratio goes up, first of 1-1, 2-1, 
3-1, 4-1, on up to 17-1. The curved line rising from right to left indi- 
cates the percentage of increase to be required of a customer as the bor- 
rowing leverage is reduced to the column indicating the borrowing 
ratio. 

In this connection it is interesting to study Mr. Yntema’s assertions 
with respect to CIT’s inefficiency and unwillingness to meet GMAC’s 
rates. In the GM report on page 30 they show CIT’s borrowing ratio 
as being 8 to 1. Based upon this chart which is the same theory of re- 
duction of leverage as was used by GMAC when they reduced their 
own leverage to illustrate the loss of profit will show that at 8 to 1 
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CIT would have to charge its customers 22 percent more in order to 
make the same profits as it would at the borrowing ratio of GMAC, 
provided that their efficiencies were identical. Yntema says that CIT’s 
rates are one-half percent greater than GMAC’s on retail. Rate charts 
filed with you on GMAC would indicate that their average net rate is 
about 414 percent ; so, if Yntema’s right, CIT’s must be 5.. Applying 
the rate reduction that this chart indicates would be possible if CIT 
acquired the same leverage as GMAC, the rate would be reduced 18 

rcent, which would cut CIT Corp.’s rate by 0.9 percent, or to 4.1, well 

low that of GMAC. This makes a myth out of Yntema’s assertion 
that CIT is inefficient and that its only interest is making a profit. 
This applies only one consideration to the differences between GMAC 
and CIT. It doesn’t apply some of the other big differences such as 
the influence exerted upon dealers by ownership of GMAC, this in- 
fluence that permits GMAC to have but nine service offices in a State 
like Indiana as against requirements of other companies who almost 
universally have an office in every trading area in which they do busi- 
ness. It is not surprising that these stubborn facts would rather indi- 
cate that CIT and other independents are actually more efficient than 
GMAC. Why shouldn’t they be? They’ve never been fondled. They 
have never had any artificial aids. 


DISCRIMINATIONS IN THE MONEY MARKET AND SELF-ASSUMED IMMUNITY 
ON THE PART OF GMAC 


GM further fails to discuss all the factors in money costs. On 
pages 30 to 37 in their filed statement they only discuss those factors 
which are favorable by comparison. There are other factors of vital 
importance to all independent finance companies and particularly the 
smaller ones whose capital is below $15 million. 

The rate of interest paid is pretty much determined by the size of 
the company up to the qualifying size for the prime rate. In addition 
to the interest rate finance companies are required to keep a compen- 
sating balance with banks who extend them lines of eredit. The 
amount. of compensating balances is fairly uniform throughout. the 
country, whether a company is large or small. The other important 
factors are (1) leverage, (2) ratio of senior borrowings to total net 
working capital, (3) permissible ratio of commercial paper outstand- 
ing to borrowings from line banks, (4) required ratio of unused bank 
lines to commercial paper outstanding, (5) liquidity period required 
to pay off all senior debts. 

These five requirements are policed by the large Reserve city banks 
of the country and must be abided by at the risk of losing bank lines. 
This is enforced in proportion to size. GMAC has immunity from 
these requirements and it is believed to be self-assumed immunity. 
These requirements are costly and restrictive. The discrimination 
here accounts for the higher rates companies must charge depending 
on size. 

We will discuss only briefly each of the above in turn. 

Point 1: We have already discussed the advantage of leverage. 

Point 2: Borrowing ratio; that is, the borrowing ratio of senior 
debt to capital funds, or the cushion as GMAC call it. The smaller 
companies are limited to three times their cushion, and some of them 


41063-—_59——__ 22 
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will be limited to less than three times. Some of the larger companies 
will get up to four times as shown by GM’s filed statement o 
etitors. Here again GMAC has assumed immunity from the ruleg 


hey will show a ratio varying according to the economic need of | 


five or six times, which in comparison to other large companies jg 
about 50 percent greater, and in comparison to the average independ. 
ent finance company is more than double. 

Point 3: The permissible ratio of commercial paper outstandj 
The ratio of commercial paper outstanding depends again on the size 
The average independent finance company is required to limit their 
commercial paper to not more than 20 percent of their bank borrow. 
ings. Commercial paper enables the finance company to borrow 
money from industry and other markets at a substantially lesser og 
than the rate they pay the banks. The larger abiienel: companies 
are permitted a substantially greater percentage than 20 percent and 
GMAC again is in a position of self-assumed immunity from the 
rules. 

Point 4: Another very important and expensive requirement js 
the need to have the commercial paper outstanding covered by an 
equal amount of unused bank lines. In other words, if a company 
had 20 percent of their outstanding senior short-term notes in com- 
mercial paper they must have unused bank lines in that amount, and 
unused bank lines are expensive because they must be maintained with 


compensating balances. Discrimination here again occurs between | 


the bigger companies and the little companies. The little companies 


M com- 


must have full amount of unused bank lines. Some of the larger | 


companies get by with less than the full amount. But so far as | 


GMAC is concerned their figures will show that they are again 
immune, and again this is assumed immunity. 


Point 5: Another very important requirement is liquidity. Each | 
finance company in its audit report (again GMAC is immune from | 
this) must show how long it would take for their projected collections | 


to liquidate their total senior and subordinated debenture debt. The 
banks would like to keep this liquidity at 9 months but with ex- 
tended terms, and today it is pushing 12 months by some of the larger 
companies. GMAC is immune from this regulation and again it is 
assumed immunity, not granted. This borrowing limitation ratio, 
and the limitation on liquidity, are more of the factors that prevent 
finance companies other than GMAC from taking a lead on long- 
term paper. The longer the term of the paper the longer it takes to 
collect enough funds to pay off the debt, ‘ikowins the higher the 
borrowing ratio the more debt to be liquidated. So it can be seen 


that in the argument about who is aera for long-term paper | 


the ability to lead in this is actually boiled down to one company, the 
company immune from the rules, and that is GMAC. This is one 


of the biggest borrowing problems for independent finance companies. | 


At each audit period, they must toe the line on all these requirements, 
measure up on their responsibility to the banks they borrow the 
money from, and the other lending institutions who lean on the banks 
for their policing power. Every 6 months all finance companies 
must come to task on all these regulations. The liquidity factor 1s 
a very potent factor in holding borrowing ratios down and in holding 
the length of time on terms. GMAC is immune from this and this 
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js a dangerous situation. This points up how important it is to pass 
this legislation. Just imagine all three giant motor manufacturers 
with coir own finance companies racing each other on terms, and 
all three being immune from the institutional regulation of banks and 
life insurance companies such as is the case with GMAC. 


FINDING THE REAL REASONS BEHIND FORD’S APPARENTLY DESPERATE NEED 
FOR FINANCE AND INSURANCE SUBSIDIARIES WILL GO TO THE HEART OF 
THE QUESTION BEFORE THIS COMMITTEE 


Mr. Yntema, at the bottom of page 11 of his unedited testimony, 
directly and officially for the Ford Motor Co., answers this question 
as follows: 

(1) We want our dealers and car buyers to have available to them financing 
and insurance at as low a cost as possible. This requires maximum efficiency 
in financing and insurance operations and profits that are not excessive in rela- 
tion to the risks involved. (2) We do not want to be, and we do not want 
our dealers to be, at a competitive disadvantage with General Motors whose 
dealers and customers are serviced by GMAC. ~ We have: no desire to get into 
the automobile financing and insurance business except as necessary to achieve 
these two objectives. 

Again, at page 534 of Yntema’s unedited testimony, line 8, Yntema 
states: 

And I am interested in the consumer. I am interested in his getting his serv- 
ices at as low a cost as possible, and here is a clear case where you can do it 
one way it cost $2.50 more than another way. 

Yntema, at page 523 of his unedited testimony, implies that Ford 
has made exhaustive studies of the finance industry. No doubt a large 
corporation like Ford would only consider going into the finance 
business after an exhaustive study. Yet Yntema found as his chief 
reason the one-half of 1 percent differential that he claims exists 
between GMAC and companies like CIT but overlooked the fact that 
GMAC packs finance charges. GMAC publicly admitted charges as 
high as $9 a hundred which provides an overcharge against GMAC 
of eight times the one-half of 1 percent found by Yntema. Truly, 
Yntema has strained on a gnat and swallowed a camel in coming up 
with a reason for going into the finance business. 

Starting at the bottom of page 522, Mr. Dixon asks the question 
of Mr. Yntema: . 

Are you aware that the contracts with the lending institutions and GMAC 
only require GMAC to keep 100 percent as surplus whereas the others have 
to keep 150 percent. Are you aware of that? 

This refers, undoubtedly, to the agreement between the large life in- 

’ ys er - 
surance companies and GMAC in which GMAC is permitted to issue 
subordinated debenture bonds in a ratio of 200 percent of its capital 
so long as it is owned by General Motors. But in the event of sepa- 
ration it would have to reduce this ratio to 150 percent of net worth 
by increasing the net worth of GMAC to bring it in line with the 
newly required ratio. This agreement is on file in the previous testi- 
mony of Paul Jones. 

Mr. Yntema replies to Mr. Dixon’s question as follows: 


I think that is true, but the cost of borrowed money is not much different. 
I do think that GMAC has been—this is a statement based upon very ex- 
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haustive—my impression is that GMAC is run very well indeed. It ig q very | 


efficient operation. All we do is aspire to be as efficient as that. 


Yntema changes the subject here and refuses to discuss the impor. 
tant factor of leverage, and the tremendous advantage that GMAc 
has over all other finance ao with respect to it. He prefers 
to talk about efficiency and inefficiency. This in spite of the fact that 
he states that he has made an exhaustive study of the finance business 
over the past 2 years. 

Then on page 551 Mr. Dixon states— 
and you are making a good case showing that GMAC does furnish a geryice 
considerably cheaper to their dealers. 

Mr. YNTEMA. That is right. 

Mr. Drxon. Then accordingly we must assume that some of it would 0 along 
to the consumer, 

Mr. YNTEMA. Not necessarily. We are not saying here that our customers 
have to pay more for their cars than our competitors’ customers. 

On page 523 Mr. Yntema quotes the profits of various companies 
including CIT and GMAO, with this important contract. The im. 
portant years of 1953 through 1957 CIT’s average profit was 185 
and General Motors Acceptance Corp. 24.8, a difference of 6.3 in fayor 
of General Motors Acceptance Corp. In other words, General Motors 
Acceptance Corp. averaged 54 percent more in profits than did CIT, 
and Mr. Gossett, Ford’s attorney, at page 671 of his testimony, states: 

And there is this to be said. May I just supplement his answer. There 
is this to be said. When a finance company owned by a manufacturer js jn 
the business, they are not simply in business for the largest profit. They are 
not there to maintain, solely to maintain, a high rate of profit. I think that any 
of these finance companies could complete and they have competed to date, and 
with very high promise, but they can compete at any.time, and the question js 
whether they want to continue with the high rate of profits or whether they 
want to get the profits down. We find that as Mr. Yntema said this morning, 
that they will not come to GMAC prices. If they would, we wouldn’t be where 
we are today. 

Mr. YNTEMA. With some exceptions, because there are cases where they do 
meet GMAC rates. 

We begin to see a pattern of contradictory testimony. If CIT were 
only interested in profits why haven’t they raised their rates to make 
the same profits as GMAC, and, on the other hand, if GMAC are 
not simply in business for the largest profits, why haven’t they 
dropped their charge to the customers so that they make the rela- 
tively low profits that CIT made during the same period? Again, 
from 538 to 551, Yntema is showing how the Ford Finance Co. is 
to be an efficient low-cost company with low charges to the public and 
he is not in favor of fluff. He repeatedly states that he wants this 
company operated like GMAC who has a clean, streamlined operation 
without fluff. We are filing rate charts of GMAC to show that they 
enter into the competitive practice of packing the finance cha 
which is exactly what Yntema talks about when he mentions fluff. 
The fluff he referred to with respect to CIT and connected with credit 
life and accident policy, or in other words a motor club packags, is 
merely a pack masquerading as a package. It is identical with the 
unmasqueraded pack of GMAC. 

Analyzing Yntema’s testimony carefully, he has completely failed 
to show that Ford’s ownership of a finance company would: assure 
low rates to its customers, because GMAC definitely does not assure 
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low rates to the time buyers of General Motors cars. He has also 
failed to prove that Ford Motor Co. is at a disadvantage in the sale 
of its cars because the rates of independent finance companies are a 
half percent higher per year than GMAC. He is finally pushed into 
the corner by the questioning of Mr. Dixon, at page 551, and states 
that the lower costs of GMAC are not necessarily passed on to the 
customer and that— 

we are not saying here that our time customers have to pay more for their cars 
than our competitors’ customers. 

He does not only fail to prove that the time buyers of Ford cars pay 
a higher rate but he absolutely denies it, at page 551. These facts 
should be kept in focus because they go to the heart of why Ford 
desperately needs finance and insurance subsidiaries. Evan 

Senator Kefauver presents the competitive situation in a nutshell 
on page 579, as follows: 

Senator Krerauver. Dr. Yntema, you have finished that paragraph. I know 
you are a distinguished economist, but I really can’t buy this idea just on facts 
of economic life, that more competition is going to increase prices. 

Mr. YNTEMA. That is not what I am saying, sir. 

Senator Krravuver. Necessarily, if GMAC is spun off, there would be more 
competition, the profit rate is 17 to 20 percent, 

On all the economics I have ever known of, if you have real competition 
among the automobile companies, I mean finance companies, increased compe 
tition, if you have access to the market and everybody has a fair break with 
the dealers, nobody has the inside track, under all the laws of economics I have 
ever heard of, somebody is going to step up with lower rates of interest and 
have competition, and the consumer will benefit. 

Tn the face of the hard, stubborn facts, that Yntema wants to ignore, 
Ford can’t want a finance subsidiary in order to bring low-cost serv- 
ice to its customers and the dealers. 

At page 530, Yntema points out that they made a survey of 84 deal- 
ers to find out what their costs for wholesaling their inventory was. 
These dealers were located in Illinois, Indiana, Deen Mississippi, 
and Texas. The dealers’ costs of wholesaling were as follows: 4 at 
4 percent, 60 at 414 percent, 10 at 5 percent, 2 at 514 percent, and 
4at 6 percent. These funds, of course, were furnished by companies 
such as CIT and other independents. None of it was furnished by 
GMAC. But let’s measure these costs by the present market of 
money. ‘The prime rate of money is 4 percent. When a finance com- 
pany qualifies for the prime rate, and obtains a line of credit, they 
are required to leave a 15-percent compensating balance constantly 
in the bank and be out of debt at least 60 days out of the year. The 
average effective rate with a compensating Nalenen of 15 percent is 
a rate 25 pervect higher than the stated rate of interest. In other 
words, a finance company qualifying for the prime rate would pa 
5 percent for its money. Out of the 80 dealers that he mentioned, 
74 of them were borrowing below or at the effective rate paid by the 
prime companies of the country. Our own company which has a 
net worth approaching $5 million pays an effective rate of 6 percent. 
Only a snbeldised factory-owned finance company could give a better 
rate than those illustrated by Yntema, and subsidies have to be paid 
by some customers, sometime, somewhere. 

_ Yntema can’t logically believe Ford needs a finance company to fur- 
nish its dealers better wholesale interest rates than the interest rates 
afforded to the only the price corporations of the United States. 
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Neither can Yntema believe his references to retail charges that are 
$65 higher than GMAC refers to charges on the same class of time 
contracts as those handled by GMAC. The very requirement made. 
by GM, that GMAC finance plans induce the dealer to recourse paper 
sold to GMAC sets up an automatic selectivity of time paper. The 
dealer is naturally going to send the better paper to GMAC and the 
less desirable to the independent company. 

Yntema’s scholastic background demands that he know that there 
is a whole series of rate markets in the time sale of cars. Thet 
general markets are new, late used, and old used. Within each of 
these groups then are literally hundreds of variable rate markets, 

The charge for the use of money is divided into three parts: 

(1) Pure interest (no risk, no expense). 

(2) Risk. 

(3) Expense to handle and expense to prevent cost of risk from 
getting out of hand. 

The old classical bank was set up to make loans that were composed 
mostly of pure interest and a small amount of risk and expense, In 
modern times they have entered the consumer credit field but before 
they could do this they had to set up a consumer credit department, 
The; old. note teller who simply filed away notes and kept track of 
maturities could not cope with the new installment. credit. New 
equipment and facilities were needed. A large complement of per- 
sonnel capable of dealing with the problems of the rank and file of 
people were needed. Trained collectors and collection methods were 
needed to keep the risk or loss ratios in line. In spite of the fact that 
banks automatically take the cream risks in this field, yet the rates 
charged here are much higher than in the classical commercial loan 
department. 

Let’s get the record straight. Competition in the financing of cars 
is terrific... No finance agency gets an easy deal. 

Time sales of General Motors cars are handled by the following 
classes of institutions: (1) Banks, (2) GMAC, (3) other large na- 
tional companies, (4) regional companies, (5) local companies. 

The products of Ford, Chrysler, and others are handled by the fol- 
lowing institutions: (1) Banks, (2) national companies (excluding 
GMAC), (3) regional companies, (4) local companies. 

Each of these grouns is set up financially, physically—number of 
branches, and so forth—to specialize in certain classes of time con- 
tracts, with varying emphasis on each of the three items: (a) Pure in- 
terest, (b) risk, (c) expense to handle and expense connected with 
keeping risk in reasonable limits, that composes the costs of the use of 
credit. They overlap to a considerable degree, but their overall mix 
is different with respect to risk and expense of servicing. 

How does Ford come out with the group financing its cars com- 
pared with the group financing Genera] Motors? 


Every witness admitted that, generally speaking, banks offered the | 


lowest rates. Also all the evidence showed that the banks obtained 
more of their business from other than GM makes. Bankers stated 
it was next to impossible to get business from GM dealers. So we 
can certainly assume that a greater percentage of Ford’s time sales 
were financed through banks, and therefore received the benefit of a 
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re | lower net rate than General Motors. Then CIT and other national 
ie | companies came into the picture at only one-half of 1 percent greater 
le: rate. Just as the bank rate attracts the best, this still attracive rate at- 
or tracted the next best. Then regional and local companies, set up to 
ne service another segment of risks, have aided in the sale of Ford prod- 
ne ucts. It is not at all unlikely that in the overall average the Ford 

buyers came out as well or better off than GM buyers. Remember, 
re it is surely evident that a larger percent of Fords are financed by 
Be banks. They have the low rates. In order to get as great a percent 
of of time sales as they are credited with, they must finance a large 


part of the Ford sales, because they are pretty generally barred from 
GM sales, as shown by the evidence. ; 

Actually Yntema supports this. In his testimony at page 536 re- 
ferring to independents he says: 


m To some extent they may do a little different class of business. It is very 
hard to generalize about these things, and in some instances the very marginal 

d kind of business may be handled by an independent finance company at a very 

Ee high rate. 

re At page 538, referring to GMAC, he states: 

tt. I don’t think it is only due to that. It in part is due to the way they operate 

of in the sense that they have fewer offices, larger offices, and they don’t take quite 

Ww as much of this highly marginal, very high rate business as some other 

. companies. 

of At page 539, referring to banks, he states: 

re * * * but banks are often more selective in risks they take. 

at At page 551, referring to Ford’s time buyers, he says: 

. We are not saying here that our customers have to pay more for their cars 
than our competitors’ customers. 

rs At page 552 he states: 

This I will say : The saving grace in this situation is twofold. It is the banks, 
ig first of all. * * * But the consumer is saved by the bank competition and by 
a- the GMAC competition. 

The facts are as emphasized by Mr. Kefauver, competition is mak- 

. . . + . . . 9 
- ing rates in the finance business. The individual charge on every 
1g deal is competitive. The only protected area is the General Motors, 

where even banks cannot get the business with admittedly lower rates. 
of Yntema can’t want a finance company for profits because he admits 
n- that it would take years for Ford to build a profitable finance opera- 
n- tion. He can’t want a finance company for its efficiency because again 
th he admits that this would take years to accomplish. He can’t want 
of a finance company because he wants to give low rates to the customers, 


ix because after 2 years of studying he would know that the high rates 
carer customers are not accounted for by the difference between 


n- GMAC and other companies but by the packs. He did not show that 
his exhaustive study disclosed that GMAC also engaged in packing. 

he 

ad AGAIN, FINDING THE REAL REASONS BEHIND FORD’S APPARENT DESPERATE 

aod NEED FOR FINANCE AND INSURANCE SUBSIDIARIES WILL GO TO THE 

re HEART OF THE QUESTION BEFORE THIS COMMITTEE 

es . ‘ . 

m1 In this connection, let us study the comments of Mr. Misch of 


Chrysler covered at pages 449 to 456 of Mr. Misch’s unedited state- 
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ment. On page 449 the following conversation is recorded between 
Mr. Misch and Senator O’Mahoney : 


Mr. Miscu. And certainly we did not have a finance subsidiary then, We | 


had an arrangement with Comemrcial Credit to give certain services to our 
dealers, and in return we worked with our dealers—as a matter of fact, I woug 
like to go into that a little more fully just exactly what our arrangement Wag 
with the Commercial Credit. 

Senator O’Manoney. First let me ask you the question: Did you not sign the 
consent decree because you felt that the Department of Justice was correc 
under the law in the suit that it brought against you? 

Mr. Mison. I think that is correct. I think that is correct, Senator; yes sir 

Senator O’Manoney. Yes. Well, why didn’t you fight it? , 

Mr. Miscu. Because we felt they were correct. 


Then at page 456, in connection with the same subject, Mr, Misch 
states: , 


One other thing we think would be important to do, Senator Wiley raiseq 
this point, too, I would like to give you just a very short thing for the record 
with regard to the time that we did have an affiliation with Commercial Creqjt. 

We had arrangements with Commercial Credit whereby Chrysler had a very 
small stock interest in Commercial Credit, and an agreement with Commerciy} 
Credit whereby, if Commercial Credit adhered to certain standards, practices, 
rates and terms and conditions in the wholesale and retail financing of anto. 
mobiles, Chrysler Corp. would recommend to its dealers to place their financin 
business with Commercial Credit. This was back in the thirties that this 
existed. 

It is interesting to note that in the early years of this relation, Chrysler paid 
money to Commercial Credit for its undertaking, because Commercial Credit 
did not feel it could do business as cheaply as Chrysler wanted it to do. 

Over the years, as the business prospered because of an increase in volume, 
Comemrcial Credit eventually made payments back to Chrysler Corp. in return 
for its having recommended that its dealers deal with Commercial Credit, 

Now, that is the gist of our relationship with Commercial Oredit which, 
incidentally, was terminated by the consent decree. That has not existed for 
nearly 20 years. 


Now here we have a perfect example of the mobility of subsid 
to a finance company to reduce rates. Then after Commercial Credit 
became entrenched he tells you that the subsidy was paid in the other 
direction. Commercial Credit was then making excellent profits and 
cash was then paid by Commercial Credit to Chrysler Corp. In the 
first instance, by payment of subsidy from Chrysler to Commercial 
Credit lower rates appeared to prevail if given to the time buyer, 
but of course the cost of mobile subsidy then was hidden in the price 
of the car so the public received no real advantage. Likewise, later, 
funds were paid from Commercial Credit to Chrysler for the influenc- 


ing—or coercing—of Chrysler dealers to do business with Commercial | 


Credit. Here we have the perfect example of mobility of subsidy as 
represented by the flow of cash between two corporations owned by 
different stockholders. 

The mobility represented first by the flow of cash from Chrysler 
to Commercial Credit and then the reverse flow from Commercial 
Credit to Chrysler. The same is true of the relationship between 
General Motors and GMAC, In the early days the influence of Gen- 
eral Motors—which can’t be bought by cash but is much more power- 
ful—went to coerce dealers to do business with GMAC. Then later 
just as in the case of Chrysler and Commercial Credit the situation 
reversed itself and GMAC’s influence with the dealers through the 





reserve holdback and the delayed income from repairs on insured cars | 
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held the dealers for the benefit of General Motors. Today the all- 

werful mobile subsidies are at work in the form of the five pocket- 
le not only against. finance companies but more importantly 
against other manufacturers, This all-powerful influenee will hold 
the best dealers already in the General Motors camp and will attract 
the better sales outlets from the other manufacturers, Yntema’s 
claim that the right to own a finance company, is similar to owning a 
subsidiary manufacturing yas id manufacturing spark plugs ean be 
believed only by the most gullible who are easily influenced by un- 
worthy authority, The power of money and finance is undisputed 
particularly when it is an exclusive power used against competitors. 

In the absence of the immediate possibility of profits out of the 
finance and insurance subsidiary, and of low costs for customer and 
dealer, Ford wants a finance and insurance subsidiary for the same 

u s that GMAC wants and uses its subsidiary—for the control of 
its dealers through the mobility of subsidy represented by the five pock- 
etbooks of income under control of the subsidiary. Ford needs to hold 
his dealers through the power of the finance and insurance subsidiary, 
represented by the delayed income that is finally paid to dealers out 
of the reserves set up on the books of the finance company and, sec- 
ondly, the income that comes to the dealer through repairs and re- 
placements of damages to cars insured through the insurance subsid- 
iary. Ford can no longer calmly look on the deterioation of his 
sales organization while General Motors strengthens theirs. Ford 
must be concerned when one of their dealers can leave their franchise 
and switch to a General Motors franchise without any concern what- 
soever. 

Ford must have the same control of its dealers as General Motors 
has of theirs. The pocketbooks of income controlled by General Mo- 
tors through its finance and insurance subsidiary enables General 
Motors to control and hold the General Motors dealer from going to 
other manufacturers. It practically eliminates dealer turnover from 
General Motors to other manufacturers, and attracts the best dealers 
from the other manufacturers. Ford would like to have these advan- 
tages and that is why they feel they must have their own finance and 
insurance subsidiary unless GMAC is divorced from General Motors. 
Chrysler must follow suit in order to exist against the combined power 
of Ford and General Motors with their finance and insurance subsid- 
iaries. 

What are the consequences? Where will the smaller manufacturers 
obtain funds for such a financial setup when all three of the giants 
have their own finance and insurance subsidiaries? What is the re- 
sult? The complete freezing of the automobile manufacturing busi- 
ness. No new manufacturer would dare to come into this field. I 
know there is some concern expressed about this act. being class legis- 
lation. Failure to vote for this legislation and remove the preferen- 
tial position of General Motors is a vote in favor of the only al- 
ternative that can come about—that is the acquisition of Ford and 
Chrysler of their finance and insurance subsidiaries. This is not 
taking away a right, but removing at exclusive competitive privilege 
belonging to General Motors. Ford and Chrysler are barred from 
affiliating with any finance company and to furnish through this af- 
filiation any subsidies, either to the finance company or from the 
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finance company. General Motors is today getting all the benefit of 
the mobility subsidy, even more effectively than if the funds wer, 
passing between these companies for irregular services. Misch of 
Chrysler admitted in his testimony that it is wrong for a manufacturer | 
to subsidize and pay a finance company or the reverse—a finance com. | 
pany to pay a manufacturer. He alist it is wrong for funds ty | 
pass between two corporations, but the ownership of GMAC by Gen. 
eral Motors is only a thin cloak that once removed the flow of funds 
is simply substituted by flow of efforts and benefits that are just as 
certain. You are not taking a right away from General Motors, Yoy 
are removing an exclusive privilege that is excluded from all other 
manufacturers, either present or to come. Voting for this bill is q 
vote to prevent stagnation in the automobile manufacturing busines 
which is a certain result if all three giant manufacturers own their 
own finance and insurance subsidiaries. This would result in the mog 
Poe oligarchy ever set up in the history of our country or the 
istory of the world. The power to administrate prices in the past 
would be small compared to what this combination would afford, 
Temptation to avoid the risk of being different competitively would 
be ee by the possibility of len eye | out the terms of pay- 
ment rather than competing on products. The result would be the 
most serious threat of inflation through the tools of consumer credit 
that we have ever seen. Gone would be C.I.T., Commercial Credit, 
Associates Investment Co., and the hundreds of other independent 
finance companies and thousands of banks that have objectively 
checked the credit for its soundness only, uninfluenced by sales 
objectives. 
Senator Keravver. All right, sir. Anything else now? 
Mr. Jones. I might give you this. I had a kid in my office who sent 
a cartoon and it shows GMAC on a truck, a General Motors truck, 
represented by a horse and here are your independent finance con- 
panies running like thedickens. They are going fast and Mr. Yntema 
of Ford says “Look at that horse go. That is efficiency.” If you will 
remember his testimony he was talking about efficiency. Senator 
Kefauver over here says “I wonder how c would do all by himself.” 
Senator Keravver. [ will take that and frame it. 
Mr. Jones. There are other things I could talk about but I believe 
that this should sum up my testimony. I have been here twice, and 
I know that you have heard a lot of witnesses today and I appreciate 
being here. 





being with us. 

Mr. Cassat, can you stay over until morning ? 

Mr. Cassar. I will be glad to, sir. 

Senator Keravver. All right. Our first witness in the morning 
will be Mr. Lundell. Mr. Cassat, you and Mr. Lundell will be here 
early in the morning. We will stand in recess until 10 o’clock in the 
morning in room 310. 

(Whereupon, at 5 p.m., the hearing was recessed to reconvene at 
10 a.m., Thursday, April 16, 1959.) 


Senator Keravver. Mr. Jones, we appreciate your coming back and | 
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THURSDAY, APRIL 16, 1959 
U.S. SENATE, 


SuBCOMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
310, Old Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman) and Hart. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Theodore T. Peck, special counsel for minority ; 
Horace L. Flurry, assistant counsel; and Gladys E. Montier, clerk. 

Senator Keravuver. Our first witness this morning is Mr. L. Wal- 
ter Lundell, of New York, chairman of the board of Universal CIT 
Credit Corp., and executive vice president of CIT Financial Corp. 

Mr. Lundell, we are delighted to have you here. 


STATEMENT OF L. WALTER LUNDELL, CHAIRMAN, BOARD OF 
DIRECTORS, UNIVERSAL CIT CREDIT CORP., AND EXECUTIVE 
VICE PRESIDENT, CIT FINANCIAL CORP. 


Mr. Lunvevt. Thank you, Senator Kefauver. 

Senator Kerauver. When you were here in February, there was 
some delay in getting to you and you had to return to New York, so 
we are glad to give you an opportunity of testifying today. 

Mr. Lunpexvu. Thank you very much. 

Senator Kerauver. You have a statement, Mr. Lundell, and any 
pert of your statement you don’t read will be printed as read. You 

andle the matter as you wish. 

Mr. Lunpett. Thank you very much. Possibly the best thing for 
me to do, Senator Kefauver, is to read my statement and invite such 
questions as you may wish as we go along. 

Senator Keravuver. All right, Mr. Lundell. 

Mr. Lunvexu. I would first like to identify myself as L. Walter 
Lundell of New York, chairman of the board of Universal CIT 
Credit Corp. and executive vice president of CIT Financial Corp. I 
regret that I could not remain over in Washington to appear person- 
ally at your hearings held on February 26 and 27. I appreciate your 
inviting me to reappear here today. 

I have already stated that we favor the passage of legislation that 
will prohibit the ownership of financing and insurance companies, by 
goer: manufacturer. 

_ We see clearly a condition of such high concentration of the financ- 
ing of General Motors cars by GMAC as to have created a practical 
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and what we regard as a present monopoly. We do not believe that 
the creation of other captive finance companies, operating on the 
monopolistic GMAC pattern, is the proper answer to this problem, 
for that is not in the public interest. nd our definition of public 
interest includes the interests of the automobile buying public, auto. 
mobile dealers, automobile manufacturers, as well as the independent 


financing structure represented by independent finance companies 


and banks. While this problem may be of special importance to ip. 
dependent finance companies we are not so naive that we believe that 
this legislation should or would be enacted for our benefit. The issues 
are very, very much broader. 

Basically, they are the issues of monopoly and unfair competitiye 
advantages, not the diversionary issues of the rates that are charged 
nor the efficiencies of any particular company, which are alwa 
raised by the defenders of monopoly. However, these latter issues 
also are important, and I shall discuss them later in this statement, 
But now let us first talk-of monopoly or the unfair competitive ad. 
vanta and the subtle pressures of General Motors-GMAC which 
take t forms: 

(1) GMAC, as a eae of General Motors, enjoys procedural 
advantages vis-a-vis independent finance companies that make it diffi- 
cult, if not impossible, for the latter to extend wholesale accommoda- 
tions to General Motors dealers. These advantages establish a sig- 
nificant barrier to the participation of independent finance com- 
panies in the General Motors wholesale and retail financing market. 

(2) GMAC, as a subsidiary of General Motors, obtains financial 


benefits represented by borrowing lever not obtainable by in- | 


dependent finance companies and which the record shows will not 
continue if GMAC ceases to be a subsidiary of General Motors. This 


leverage question is not to be confused with any discussion as tothe | 


rate at which money is borrowed, for we will concede, and I am now 
talking of CIT, that we pay borrowing rates as low as GMAG, but 
we cannot borrow as much in relation to our capital. 

(3) GMAC, as a subsidiary of General Motors, has important ac- 
quisition and operating cost advantages over its competitors. 

(4) In combination, these factors make for ‘a situation whereby 
GMAC dominates the General Motors sales finance business. As tes- 
timony amply shows, CIT and other independent sales finance com- 

anies have bean virtually closed in competing for General Motors 
usiness and this involves a full 50 percent of the automobile market. 
Nothing refutes this and the record speaks for itself. 

Your committee, in the course of these hearings, has listened to 
much testimony. Some of the testimony of the opponents of the leg- 
islation, upon reading, seems puzzling, contradictory and inconsistent. 
The issue of monopoly and unfair competitive advantages is fre- 
quently lost sight of or treated lightly, if at all. You have, how- 
ever, heard many others and you will probably hear more, deal with 
both the legal and economic issues of monopoly in this situation and I 
shall try to avoid repetition and a re-covering of that ground. 


THE CASE AGAINST THE LEGISLATION 


The principal opponents of the bills have been three—General Mo- 
tors Corp., the Chrysler Corp., and the Ford Motor Co. 
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General Motors Corp., as might be expected, has entered a denial 
that its ownership of GMAC constitutes a monopoly. It asserts it 
should have the right to be concerned with the financing of the prod- 
acts it manufactures. It states that the creation of additional 
manufacturer-owned finance companies would bring additional com- 
petition to the field of automobile financing. 

In answer, we believe that the record of these hearings should be 
the ground on which General Motors defense is judged. Your com- 
mittee is entirely ee and possessed of all the facts needed 
to pass judgment on whether or not the General Motors-GMAC rela- 
tionship is m fact a monopoly and has unfair competitive advantages 
that cannot otherwise be restrained. 

The position of Chrysler Corp. appears to be that the company 
and its dealers today have adequate financing facilities available to 
them but that some imperfections exist and Chrysler hopes for further 
progress in the development of the most efficient financing facilities 
for its dealers. At some future time, Chrysler says it may wish to 
enter the financing field and it believes it should be permitted to do 
so within the limitations of the antitrust laws that presently are on 
the books, } 

The ition of the Chrysler people is understandable. They 
simply feel they must be in a position to ee themselves against 
whatever competitive pressures they may face in the future. I sub- 
mit that their best protection lies in removing their principal com- 

itors from the finance business, and that is just what the proposed 
Meeislation will do. 
’ Mr. Yntema of the Ford Motor Co. expressed the attitude of Ford 
when he said : 

We have no desire to get into the automobile financing and insurance busi- 
ness except as necessary to achieve two objectives: 

(1) We want our dealers and car buyers to have available to them financing 
and insurance at as low a cost as possible. This requires maximum efficiency 
in financing and insurance operations, and profits that are not excessive in 
relation to the risks involved. 

(2) We do not want to be, and we do not want our dealers to be, at a com- 
petitive disadvantage with General Motors whose dealers and customers are 
serviced by GMAC, ° - 

Throughout the many years, when CIT has been helping the sales 
of Ford, Chrysler, American Motors, Studebaker and many other 
manufacturers (with the exception of General Motors and GMAC) 
and the dealers of these manufacturers on a most extensive basis, 
we have steadfastly shared the objectives which Mr. Yitema has 
stated. We believe they are reasonable and proper ones and should 
be expressed for all automobile manufacturers and their dealers. 


THE CIT POSITION 


My earlier statement, already placed in the record, summarizes 
the position of CIT. Ihave told you: 

(1) All statistics show that independent finance companies 

have been effectively excluded from the General Motors market: 

(2) General Motors administers the price patterns of GMAC 

without regard to normal competitive market forces to advance 


the domination of General Motors in both automobile sales and 
automobile financing; 
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(3) The entry of other ¢aptive finance Dom peTHes into the 
field would lead to further concentration in the financing of 
automobiles ; 

(4) Manufacturers rivalry for sales through the use of captive 
finance companies may lead to deterioration in credit standards 
for these companies would be insulated against credit losses: 

(5) The greatest amount of free competition in the public 
good would result if GMAC were divorced from General Motors 
and were placed in a position to serve the whole market. 

Today, my principal objective in appearing here will be to deal 
with the questions that Ford and Mr, Yntema have raised, for ] 
know they are of great interest to you. I will discuss, very specifica]. 
ly, these major areas: 

1) Wholesale financing; 

(3 Finance company earnings; 

(3) Retail financing; 

(4) The dealer and, consumer rate variations between GMAC 
and CIT. 


WHOLESALE FINANCING 


There prevails a tendency to believe wholesale financing is a plain, 
simple, safe bank-lending type of operation. It is not this at all, 
The risks in wholesale automobile financing are considerable; the 
amounts involved very large. It is the finance company, however, 
that is left holding the bag when economic dislocations take place, 
dealers go out of business, dealers sell cars for which they are un- 
able to pay, find themselves in afrozen position or have many other 
reasons for not being able to pay their debts. Last year, for exam- 
ple, was a most difficult one for many dealers. Dealer mortality was 
oa large and wholesale losses consequently very heavy for the in 

ustry. 

You have heard testimony that lack of penetration of wholesale 
financing by independent finance companies for General Motors deal- 
ers is due to the low-rate structure and efficiency of GMAC. Nowhere 
is the evidence of unfair competitive methods more evident than in 
the procedures under which General Motors requires independent fi- 
nance companies to operate if they wish to provide wholesale finance 
facilities for General Motors dealers. The procedures and the working 
relationships of all motor manufacturers, other than General Motors, 
with finance companies are characterized by simplicity, cooperation, 
and mutual trust in serving the dealer. The procedures enforced 
against independent finance companies by General Motors Corp., with- 
in the conditions of the consent decree, are costly, onerous, frustrating, 
and unreasonable and, I repeat, are quite different from those required 
by all the other motor manufacturers. 

Let me interrupt myself to say this: We deal in millions of dollars 
daily with our manufacturers. When I characterize this operation 
as one of simplicity and cooperation and trust, I can best say it this 
way: That in essence at the end of each day a manufacturer tells us 
CIT owes them $5 million, $6 million, $10 million for their whole- 
sale, and we place the money to the credit of the manufacturer upon 
that telephone call in cash immediately, knowing full well that they 
will deliver to us or have delivered to us invoices and evidences that 
they have delivered those cars. 
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That. is the wholesale operation so far as Ford is concerned, Chrysler 
is concerned, Studebaker is concerned, but not so with General 


The General Motors procedures neither assist, in moving cars nor 

ive General Motors dealers any real choice in their selection of finance 
companies. Their only possible reason for existence is that they all 
too successfully discourage General Motors dealers from using the 
wholesale financing facilities of independent finance companies and 
conversely discourage independent finance companies in their efforts to 
serve the General Motors dealers. 

Your committee has a whole body of testimony dealing with the 
experiences of other finance companies. Such testimony parallels our 
experiences. Let me catalog some of our problems: a] 

(1) Despite the fact that we have a net worth of $280 million, with 
an A-1 credit rating that is unquestioned, our commitment to General 
Motors to honor their factory sight drafts covering dealer shipments 
is not acceptable to them, nor is a surety bond acceptable. With Gen- 
eral Motors only, we are required to obtain a letter from some bank, 

aranteeing that drafts drawn on us will be honored through that 

ank. We must go, hat in hand if necessary, and get a bank to guar- 
antee us to General Motors. Most banks have a net worth that is 
only a fraction of ours, with financial strength much less than ours. 
You can be sure that GMAC does not have to perform in that way for 
its parent. 

2) Moreover, the problem frequently becomes compounded. Many 
times the amount the bank is required to guarantee is unreasonably 
high. in relation to the number of cars a dealer might ever have in 
transit. This, combined with the fact that the bank may be guar- 
anteeing a number of such accounts for us or another company, per- 
mits General Motors to take the position, on occasion, that the 
bank has committed itself for guarantees beyond the limit it is legally 
qualified to lend to any individual borrower. Then, the wholesale 
shipments that are covered can be shut off without warning and it is 
only after undue delay and difficulty that the dealers and ourselves 
find out what is wrong. To rectify such a problem when it arises, 
we have had to process the drafts through a second, or larger bank, 
putting us to more trouble and expense and making the dealer’s whole- 
sale handling still much more cumbersome. 

(3) With all the paperwork, guarantees, and so forth, that must be 
meticulously cleaved through various levels and departments of Gen- 
eral Motors when we file them—there is frequently a lapse of weeks 
before we can get into business with a General Motors dealer after 
our people have lined up the account. Somehow, in the interim, we 
may lose the account back to GMAC. 

? From time to time it is necessary for us to suspend approval 
for further wholesale shipments on a dealer’s account. He may want 
us to do so, because he is overstocked with cars. We may need to do 
so in our own protection if his affairs get tangled. In either event, 
if we do notify General Motors of such a suspension, that is that. We 
are not permitted to reinstate approval easily for the dealer when the 
dealer and ourselves are ready for it. Instead, General Motors in- 
sists we start all over from the beginning, with the same cumbersome 
process as though we were entering the account for the first time. 
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All our previous documents are regarded as worthless. Meanwhile, 
until all this is done and cleared through all the General Motors de. 
partments again, the dealer can get no cars through us. Such pro- 


cedures make it abundantly clear to any General Motors dealers | 
that his life will be simpler and his business smoother if he uses 


GMAC financing. 

We hope the committee will especially review this phase of the 
finance operation. 

Against that background, now consider the discussion of wholesale 
rates. The factsare these: 

(1) Our present rate is 414 percent per annum plus one-eighth of 
1 percent out of which insurance protection for the dealer inventory js 
provided and all costs and risks are borne. 

(2) Wholesale rates to dealers do not compensate for the costs of 
money risks taken nor the expense of operation. 

(3) GMAC, as a matter of corporate practice, has maintained g 
rate one-half percent below ours and the industry but coincident] 
with these hearings adjusted its rate so that it conforms with that 
which generally prevails, A slight difference still exists in the flat 
charge probably on the average not exceeding $1 per car. 

(4) The cost difference to the average dealer, who is one retailin 
200 cars a year would currently amount to a total of not more than 
$200 per year, before taxes. Relating this amount to the value of the 


merchandise sold, we are talking about.a cost differential of four-one | 


hundredths of 1 percent, which obviously is not significant to any 
dealer’s operation. 

(5) The point has been emphasized that once GMAC establishes its 
wholesale rate, other finance companies adjust their rates to be one- 
half percent above GMAC’s. This is exactly what does not happen. 
In the past GMAC has consistently maintained an administered price 
structure that has been one-half percent below the charge mada by 
other finance companies. Action by us to meet the GMAC rate prob- 
ably would have resulted in changing their administered price to 
maintain their differential. Here is a practical demonstration of ai 
administered price program and monopoly in action. 

(6) Wholesale finance interest rates are less than the effective prime 
bank rate and represent the biggest. finance bargain I know. 

So much for wholesale financing. Risks do exist, rates are low and 
General Motors closes the market to independent finance companies. 


FINANCE COMPANY EARNINGS 


Automobile financing is a financial operation of great magnitude. 
In 1958, a poor automobile production year, my company extended 
$1.4 billion of wholesale credit, to the dealers of the automobile 
industry. 

In other years, we have provided dealers with more than $2 billion. 

Our additional requirements for retail auto financing are $1 billion 
a year or more. 

And may I just break into my testimony at this point to say this: 

When you think of billions of dollars, you possibly have the im- 
pression that, that is a concentration of capital into our New York 
market. 
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The significant thing about this $1,400 million is—and I am now re- 
ferring largely to Judge Arnold’s testimony of yesterday—that it 

s into the communities, the communities that you Senators repre- 
sent, some 48 States, and including Hawaii and Puerto Rico, and 
reaches into the grassroots of our economy at the level of a dealer 
that may sell 100, 200, yes, up to a thousand cars. : 

But this is a diversion of capital, not a concentration of capital 
from a finance company point of view. It is almost the direct op- 

ite of the point Judge Arnold made in his testimony yesterday 
in talking about this concentration of capital that comes into the 
New York markets. This is a distribution of capital. 

This highlights the need for very large amounts of working funds 
that must be faced as a principal responsibility of management in 
the operation of an automobile finance company. cab 

We borrow this money from banks, business organizations that 
have idle funds, insurance companies, pension funds, foundations, 
educational institutions, and a great many individuals. 

A finance company is indeed a reservoir of credit. Its manage- 
ment is the custodian of certain people’s money that we in turn ad- 
vance to others. To command this money, we must merit the con- 
tinued confidence of our creditors; we must not only demonstrate abil- 
ity and know-how in general, but we must also consistently operate 
with asatisfactory level of earnings. 

Nothing would dry up our sources of raw material—money—as 
fast as a poor operating statement. Unless we show that we will be 
able to meet. our obligations when they fall due today, tomorrow, next 
week, next month, next year, or even as far in the future as 1976 
under our current commitments, we are not entitled to be entrusted 
with the investments of others. 

The competitive market sets the price for our product in the non- 
General Motors areas. We operate in competition with the other 
major finance companies, hundreds of smaller companies, thousands 
of banks, and so forth. Our problem and responsibility is to meet 
this competitive price and operate our business at levels of expense 
that will return an adequate profit, and justify the continued con- 
fidence of the money market. Those auto finance organizations that 
have failed to operate with an adequate return have forfeited the 
confidence of the market and have disappeared through merger, sale, 
or by taking up another line of endeavor. 

So our record of earnings, to which Mr. Yntema has referred, is 
the automobile manufacturers’ and dealers’ greatest financial reser- 
voir, its strength. This is true in reviewing the 1953-57 5-year record 
of the independent finance companies covered by Mr. Yntema which 
shows a return to net worth ranging for: 

CIT: High, 20.2 percent; low, 17 percent. 

CCC: High, 17.8 percent; low, 12.4 percent. 
AIC: High, 23.3 percent; low, 14.9 percent. 
GFC: High, 20.7 percent ; low, 16.8 percent. 

And I might say incidentally that I am not quite able to reconcile 
all of Mr. Yntema’s figures, but we will accept them for the purpose 
of this general discussion. 

This is also true in the case of GMAC, which returned in the same 
years a range of earnings from 32.6 percent—more than 50 percent 


41063—59——23 











348 AUTO FINANCING LEGISLATION 


better than the best year of any of the other companies—to a low of 
18.5 percent. 

This happens as you will see to be higher than the lowest of any 
of the finance companies. 

So using the yardstick of GMAC profits, the earnings of independ- 
ent finance companies, considering how necessary they are for the 
continued success of automobile dealers and manufacturers, can 
scarcely be said to be “excessive in relation to risks involved.” 

Senator Kerauver. These are after taxes? 

Mr. Lunpewxi. These are after taxes, yes. Well, we pay taxes 
Senator. 

Senator Kerauver. Yes, I know. 

Mr. Lunpet. I just got through filing my return. 

Senator Keravuver. I filed mine yesterday too. 

Mr. Lunpetx. Well, I must confess—may I say this, Senator— 
that I just can’t understand testimony being introduced talking about 
before tax earnings. After all is said and done, the net earning must 
be related to the net worth and we all have the tax bill to pay, and 
somehow or other we can’t get away from it, and probably should 
not get away from it with some of the problems we have. 


RETAIL FINANCING 


Retail financing of automobiles is the extension of credit to the in- 
dividual car buyer so that he can pay for his vehicle over a stated 
period of time—usually through monthly installments. It is a fune- 
tion performed probably . by hundreds of finance companies, 10,000 
or more banks as well as hundreds of credit unions, smaller loan 
companies, and b ysome dealers. The consumer has a wide choice as 
to where he will get his financing. All principal forms of finane- 
ing are extensively advertised or promoted so that car buyers are 
by no means ignorant on the subject and are well aware of the wide 
variety of choices available to them. 

The competition for retail automobile financing which today is 
greater than it has ever been, has served to stabilize prices for a gen- 
eration or more. Although practically everything else the consumer 
pays. for has risen substantially in price, financing rates on the aver- 
age to the consumer have not increased over the past three decades. 
This record of an unchanged price level for financing to the consumer 
is one that probably cannot be matched anywhere else in our economy. 

The next question that arises is who sets this rate that the con- 
sumer pays. It is not a rate established by the finance company or 
charged by them, but is and must be established between the dealer 
and the customer. 

Mr. Charles Stradella, president of GMAC, is testifying before 
this commitee on May 2, 1958, makes this same point very clearly 
when he described GMAC’s pricing policy. He said: 

A number of States have adopted legislation establishing maximum finance 
charges which the dealers may not exceed. On new cars, these run from 6 
percent flat per annum to 9 percent flat per annum. 

If in these States the finance charge by the dealer to the purchaser is within 
the statutory limits, GMAC does not concern itself with the amount. 

In those States which have no legislated maximum rates, GMAC uses the 
existing legislation in other States as a guide to determine the point at which 


it becomes unwilling to purchase a transaction because of the amount of the 
finance charge. 
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Later, under questioning by Mr. Dixon, Mr. Stradella stated that 
GMAC would accept contracts carrying dealer charges as high as 9 

reent in States which had such a maximum or in States contiguous 
to them. t 

This policy is further summarized by GMAC on page 4244 of the 
same record when the company asserts— 
we wish to state again that GMAC does not take part in the establishment of 
the finance charge which the customer pays. That is a matter determined 
between thhe dealer and the customer. 

It is evident, therefore, that if retail rates must be regulated to 
protect the public interest, this can only be accomplished by legis- 
lative action of the States. Certainly, the entrance of additional 
manufacturer-controlled finance companies into the field will not in- 
fluence nor control to any degree the rates the public pays. I feel 
this point must be emphasized because of the inferences in Mr. 
Yntema’s statement that might lead the committee to think to the 
contrary. 

To insure that consumer rates are fairly established, responsible 
dealer and finance organizations—and we have been in the forefront 
of this—have joined in promoting model bills in the States for the 
purpose of establishing ground rules under which rates to the cus- 
tomers will be set. 

Twenty-two States have such rate regulation, others are following 
and the four States of New York, Massachusetts, Ohio, and Michigan, 
to which Mr. Yntema has specifically referred, have such legislative 
rate control. The States that have regulated the business have done 
so effectively within a framework that appraises the needs of their 
local economies. 

Mr. Yntema said in his testimony that State maximum rates are 
ineffective because what is supposed to be the maximum rate in effect 
becomes the going rate. This is not the case at all. Competition 
actually establishes the rate and it is normally below the legal ceiling. 
For example, in the State of New York, where the legal maximum 
rate is 7 percent, prevailing rates to consumers are much below that 
figure, as the committee can verify. 

There is frequent misunderstanding about why the finance com- 

any does not control rates to the public. The explanation of this 
fis in the so-called time-price doctrine which has its roots both as 
a legal concept and as the fundamental governing principle in the 
way a dealer conducts the sale of his product on time. 

he time-price doctrine recognizes that a dealer charges the pur- 
chaser a higher price when he sells his automobile on time than if 
he sells it for cash. It therefore is the dealer who determines the 
time price to the customer, just as he would determine the cash price. 
In extension of this, the dealer then normally discounts, with a 
financing agency, the resulting obligation arising from the time sale, 
retaining some portion of the time-price differential for himself as 
an addition to the cash price. The finance company enters into the 
transaction only in the purchase of the obligation from the dealer and 
in the establishment of the rate of discount at which it will purchase 
the obligation. 

The point to remember in this entire discussion of rates is that in 
connection with retail financing there are two separate transactions: 
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(a) The transaction between the dealer and the customer where the 
dealer establishes the rate to the customer and where the finance com. 
pany plays no direct part and, (6) the transaction between the dealer 
and the finance company when the dealer sells the obligation to the 
finance company at a rate which generally means that the dealer de. 
rives income from the finance charge. This is often referred to ag 
the dealer’s reserve. 


VARIATIONS IN CHARGES 


Mr. Yntema has introduced a purported rate differential betweey 
GMAC and CIT of approximately $60. Of this, some $30 to $3¢ 
on a 36-month contract is the difference in discount charge to the 
dealer. That is assuming that it involves a 3-year transaction, 

It is this difference in the dealer discount rate of GMAC as com. 
yared with the dealer discount rate of CIT that we cannot normal] 
orgo. It is fundamentally the difference that is imposed by the ad- 

vantages GMAC enjoys through its unfair competitive advantages, 
Price and rate competition in all areas of the finance business jg jp. 
tense, with finance companies, banks, and others all competing for 
business. We price ourselves competitively where we can, but we 
also depend upon the all important factors of effective service, maxi- 
mum credit, and collection protection, constant attention to dealer 
relationships, assistance to dealers in their merchandising pro 
and business management activities, plus the best job of which we are 
capable in selling and maintaining a personal interest in the dealer's 
business. Our record over many years speaks for itself, but we can’t 


compete against GMAC competition for the retail and wholesale busi- 


ness of General Motors dealers and the rate differential is not the 
answer. The answer lies in the special family advantages that 
GMAC enjoys. 

There are two points that I would like to make at this point. First, 
that we regard ourselves as an extension of the selling arm of the 
dealer. That is the finance business in essence. The second is the 
things we are saying, of course, when we get into these family rela- 
tionships, are pertinent to any of these interlocking relationships 
between manufacturer and finance company. 

However, the dealer-discount rate differential between GMAC and 
CIT is not, as I have already shown, to be confused with any differ- 
ence that may or may not be paid by the retail customer, for that 
charge is determined by the dealer and the customer as part of 4 
separate, independent, prior transaction. Mr. Yntema conceded this 


at the February 27 hearing in the following statement from the | 


transcript (p. 550) : 


Mr. Drxon. We are again at that same point that we were a moment ago. 
You again have stated a very good case for Ford’s desire to get into this busi- 
ness. You say you want to perform this service as cheap as possible to the 
consumer. 

Mr. YNTEMA. Yes. 

Mr. Drxon. Certainly this committee has that same desire, but the problem 
that we are talking about here is that GMAC—and you are making a very good 
ease showing that GMAC does furnish a service considerably cheaper to 
dealers. 

Mr. YNTEMA. That is right. 


Mr. Drxon. And, accordingly, we must assume that some of it would g0 


along to the consumer. 
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Then after this buildup, Mr. Yntema says, “Not necessarily.” 

The point again is emphasized that in spite of this testimony, it is 
the customer rate that is set by the dealer as part of the bargain be- 
tween the dealer and the customer in connection with the sale and 

urchase of the merchandise. 

Tliere is, of course, no difference in the cost to the customer of 
physical damage insurance. Such rates are uniformly established 
after filing with the States and are identical for the great majority of 
companies except for a few which elect to file an off-manual rate. 
Physical gemoge insurance rates are precisely the same under both 
the GMAC and the CIT plans except in four States, where a Gen- 
eral Motors affiliated company provides an off-manual rate which is 
75 percent of the regular manual insurance premium. 

It has been the General Motors’ policy to have dealers using the 
GMAC plan procure licenses as insurance agents, and its insurance 
company pays these agents the regular rate of commission on the 
business they write. In the four States of Michi an, New York, Mas- 
sachusetts, and Ohio, however, dealers are prohibited by law from 
becoming insurance agents. Therefore, in these States the General 
Motors-affiliated company pays no agents’ commissions and charges 
an off-manual rate. 

It is not the general CIT policy to license dealers as insurance 

nts on their finance business and therefore in these four States we 
aaa for insurance the same as we do in all other States and as 
General Motors and GMAC does and their affiliates in all but four. 


About all that can be said is that these four States represent an in- 


consistency in the GMAC plan of operation. 

That we or other independent finance companies do not follow the 
General Motors plan cannot be considered a handicap to Ford in its 
competition with Chevrolet in these four States, if sales results mean 
anything. In 1956, 1957, and 1958, Ford’s percentage of sales pene- 
tration in these four States, vis-a-vis Chevrolet, ran ahead of its 
national average. 

The only significant difference in charges between GMAC and 
CIT is for the additional benefits provided the retail customer under 
the CIT plan. The standard Universal CIT insurance offering not 
only protects in the event of death, but also against illness or acci- 
dental disability which can strike as suddenly as death and can as 
surely impair the customer’s ability to meet his obligation. 

In many respects I feel that for the installment buyer this disability 

rotection probably is much more important than death protection, 
use it protects lien in the event of lous of employment and things 

of that kind. I don’t mean loss of employment except when he is 
disabled, but if he is disabled and can’t work, he then has no income. 

The terms of this protection are that if a customer becomes disabled 
for a period of 4 months, the disability insurance then becomes effec- 
tive, his payments for those past 4 months are refunded to him in 
cash, and the insurance company will continue to make his payments 
for as long as he remains disabled up to the end of his contract. In- 
cidentally, we never require a physical examination or representation 
as to current state of health from a customer in connection with this 
kind of protection. 
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We offer this for sale at what we regard as the reasonable price 
of $1 per hundred per year. No one needs to buy this and it is made 
abundantly clear that it costs extra and offers special protections, Jt 
is not a secret matter at all—when we introduced the disability pro. 
tection early last year, we wrote to every one of our present customers 
to announce this improvement and to urge them to avail themselves of 
it the next time they bought a car. We fully describe what it ig jp 
posters, pamphlets, notices to customers, on our contracts, and every. 
where else that we can reach the people directly concerned. 

And of course we send them evidence that they have this protec. 
tion in the form of a policy. 

If a customer does not want to buy this insurance, we are glad to 
have his business just the same. A goodly number of our purchases 
do not include life and disability insurance. 

Mr. McHven. Mr. Lundell, does the dealer tell the customer that 
there is a difference between disability insurance and life insurance? 

Mr. Lunpe.i. Customers are completely informed probably by 
eae of mouth, by little advertising handout pieces, things of that 

ind. 
Mr. McHveu. This is advertising by CIT you are speaking of? 
Mr. Lunpvetu. Yes. 
Mr. McHveu. I am just wondering when the customer comes in 
though, how the dealer presents it to him in terms of whether or not 
the customer does have a choice ? 
Mr. Lunpetx. I am sure the customer is fully informed. This js 


Digest, which I don’t think is out on the newsstand yet, this being an 
advance copy, has a wonderful Ford program of advertising. It 
covers some 36 pages of advertising telling the customer about auto- 
mobiles, telling him about buying on time, telling him about every- 
thing. This advertisement here deals with optional equipment 
viewed as an investment, and they have done a wonderful job of 


makes the option worth more 3 years from now than it is now and 
finds its way into the ultimate value of the trade-in. 

Well, now, Ford is selling equipment options. We are selling peace 
of mind. We are selling peace of mind in the event of death. We 
are selling peace of mind in the event of disability. 

Senator Keravuver. As I understand it, Mr. Lundell, so far as 


GMAC? 

Mr. Lunperi. That’s right, sir. 

Senator Keravver. Disability and death insurance are additional, 
and you can offer them if the customer wants them ? 

Mr. Lunpetn. That’s right, and if the dealers wants it. I mean 
by that if the dealer wants to present it to his customer. I think I 
will clarify that point in a moment or two, Senator, Mr. McHugh, 


of insurance as valuable protection for our customers and as a valu 
able selling tool for CIT. We hope it will persuade people to use 
the CIT plan rather than GMAC or other competitive plans. 


limited to life insurance and makes a charge which I believe is 325 
cents per hundred per year. 


—_ 


a merchandising tool. This is an option. The May issue of Reader's | 


presenting why it is, including the fact that the impact of inflation | 


collision insurance or regular insurance, your rates are the same as | 


Senator Hart, and Mr. Dixon. As I said, we regard this better form | 


GMAC does not offer such a broad plan. GMAC provides a policy | 











at 


oy 
at 


ral, 


pan 
k I 
ah, 
rm 
lu- 


liey 
32.5 : 


AUTO FINANCING LEGISLATION 353 


Our insurance has been described as “fluff” because it is not the 
stripped-down product that GMAC offers. With equal justice, the 
word “fluff” could be applied to any of the other desirable but 
unessential extras that are sold with most new-car transactions, 

A great many customers acting with very good sense and judg- 
ment, buy radios, power steering, power brakers, tinted glass, and 
similar extras because they want them and are willing to pay for 
them when they acquire a new car. These are also the same people 
who buy our finance services and our insurance protection and they 
make all the purchases at one time. There is no evidence or logic 
to support the conclusion that they are being hoodwinked about 
buying the option of this insurance any more than about the various 
power options or whatever is added to the basic car purchase at 
extra cost. ; : : 

Coming back to this question of options, I urge that you read the 
excellent sales presentation on options that is in this advertisement. 

Senator Kerauver. May we see it? 

Mr. Lunveti. Yes, sure. I think this is one of the outstanding 
advertising jobs that I have seen, really I do, 36 pages in Reader’s 
Digest. I have some excerpts on financing that I would like to also 
read if I may, Senator. 

Senator Krrauver. We will get a copy of this and the part that is 

ertinent on financing we will have placed in the record. 

Mr. Lunvett. Thank you. I have already said but I also would 
like to emphasize to you that dealers likewise have a wide choice of 
financing plans and insurance protections that they can use in their 
merchandising of automobiles. They can do business under the 
Universal CIT plan, which provides the broad coverages if the dealer 
elects to use them and on the other hand if he doesn’t, they can still 
use the Universal CIT plan. I have already outlined that. 

But they don’t need to. They can use other finance company plans 
that have different coverages and cost factors. They can use banks 
that have many different plans. How could a Ford-owned finance 
company possibly widen this choice that is already so wide? 

No dealer is ever required to use the CIT plan nor provide the 

articular form of insurance which we offer. If he does this, it is 

cause he wants to do so and freely chooses to do so in his own mer- 
chandising interest and in the interest of giving his customers com- 
plete protection. 

We believe that what we provide for our dealers is worth the dif- 
ference—and so do they, by the thousands. The credit insurance 
issue is as simple as that. 

However, as a part of our offering to customers, to provide a more 
attractive, salable, quality product, we also provide a bail bond 
privilege and a travel emergency credit service. The bail bond identi- 
fication allows a customer to arrange for a bail bond up to $5,000 
without charge if he should be required to post one when he may be 
arrested for a traffic violation or may be involved in an accident. It 
is a good thing to have with you at all times. The travel emergency 
provision simply establishes the customer’s credit at all of our 400 
offices—it is a sort of motorist’s credit card and credit cards are be- 
coming increasingly popular. Many people pay an annual fee for 
theirs. We do not make any charge at all for either the bail bond 
or travel emergency privileges so they cannot have any bearing on 
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the amount the customer pays either us or our dealers for his CJT 
financing accommodations. 

Senator Kerauver. Let me see if I understand that. You mean 
you issue a bail bond and an emergency car free? 

Mr. Lunpetu. Yes. 

Senator Keravver. To the purchasers of cars ? 

Mr. Lunpetu. Yes, sir, and this bail bond, Senator, is an intro 
duction and a representation to the local agents of the insurance 
company. It tells them to post the bail bond up to $5,000 at no cost 
to the purchaser. 

Senator Keravuver. Do other finance companies do this ? 

Mr. Lunpeti. Some do, some don’t. This has been a long stand. 
ing program with us. We have had it. It is a thing of intrinsic 
value. As a matter of fact, I have had men call me at home who haye 
been in trouble, to talk about their bail bond situation. 

Last year particularly I recall one night late I got a telephone 
call. Somebody said he wanted verification that he had the bail bond 
protection. This was on a Saturday night. Well, I couldn’t give 
it to him but we stood in back of it and he was able to work out ar. 
rangements satisfactorily. That kind of thing occurs as an emergency 
situation. 

Senator Keravuver. As I understand it, if someone is arrested and 
needs a bond, one of your agents will come over with the bond. 

Mr. Lunpvewu. Take care of it, that’s right, at no cost. 

Senator Keravver. All right, sir. 

Mr. Lunpewi. Now I come to my conclusion. In summary there 
fore, the finance rates which the customer pays is not controlled by 
either GMAC or CIT and any differential which Mr. Yntema found 
must be imposed at the election of the dealer in each case and is not 
directly ascribable either to GMAC or CIT policies. There is no 
difference in physical damage insurance rates in all but four States 
where GMAC uses a cutrate policy. 

CIT offers a broad credit life policy which includes disability pro- 
tections as contrasted with a simple credit life policy which includes 
disability protections as contrasted with a simple credit. life policy 
offered by GMAC. 

Of course, as Senator Kefauver has indicated, the bail bond and 
the travel emergency certificate are extra features of our plan which 
we provide without charge to the customer. CIT, in spite of its ability 
to compete effectively against price and all other kinds of competition 
in the non-General Motors market, cannot compete against the unfair 
advantages existing for the General Motors-GMAC combination. 

I said here a couple of years ago that there were three markets 
for automobile financing and we were excluded from the GM market. 
In closing, I want to make this statement as forcibly as I can: 

General Motors has skillfully kept its own financing affiliate alive 
and has preserved it as a powerful competitive tool against their 
manufacturing competitors. 


GMAC has managed well in their favored position, protected by | 


the consent decree. They have strengthened their unfair competitive 
advantages contrary to public policy. That is why Ford desires to 
enter the business and why we are here urging that manufacturer- 
finance company affiliates be ended. 


: 
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The legislation that is proposed should be enacted, for then—as 
I have said before—GMAC would compete with all financing insti- 
tutions in the entire automobile market. It would compete in the 
capital markets without the support of General Motors. It would 

rate in an area of equality rather than privilege, serving the 

atest number of dealers and consumers. None, not one, in the 
finance industry would begrudge it success in such a climate—the 
climate which is basic to our free competitive system. 

General Motors would be required to market its cars in the same 
manner as its large or small competitors, without special advantages 
but with equal and adequate financing facilities. 

Financing for dealers and customers in this way would insure the 
most effective and sound use of the important economic instrument 
of installment credit. 

Surely all of these consequences would be greatly in the public 
interest. 

That concludes my testimony, Senator. Thank you very much. 

Senator Keravuver. Mr. Lundell, I agree with you that what the 

urchaser of automobiles is going to have to pay is not directly the 
fone issue in this question. The question here is one of monopoly 
and concentration, and whether it is a good public policy or not. 
But what the purchaser will have to pay, whether he will have to 

ay more or less if GMAC is spun off, is more important to him, and 
is, therefore, an important matter as to whether any legislation is 
going to be passed or not. 

Will you restate your opinion as to whether the spinning off of 
GMAC would increase the cost of automobiles on credit to purchasers 
of automobiles ? 

Mr. Lunpett. I don’t think so, Senator; I don’t think so. I think 
that the whole question of cost to the customer is going to have to 
be reckoned with legislatively at the State level. We are urging 
that it be done. As a matter of practical operating information, you 
have heard Mr. Stradella’s testimony where they are willing to go 
up to 8 or 9 percent if there is legislative sanction for such rates. 

T’s basic policy is that we don’t exceed a 7-percent customer rate 
with rare exceptions and never beyond 8 percent. 

Senator Kerauver. You don’t go up to 9 percent? 

Mr. Lunpez. No, sir. 

Senator Kerrauver. So apparently where there are maximum 
charges, GMAC goes up to the maximum on automobiles? 

Mr. Lunpeitn. They say so. I think they gave you some illustra- 
tions in recent testimony, some 33 cases where they represented their 
top rate as 7.71 or something of that kind. 

Senator Kerauver. So I get from your testimony on one page here, 
where your discount rate may cost the dealer $30 more; you concede 
that that is true? 

Mr. Lunpeuu. Yes, sir. I do on that kind of a transaction, if the 
customer buys it. Incidentally again—and this has to do with this 
situation—under the title “The Truth About Monthly Payments” in 
this Reader’s Digest article, Ford points out how terms range from 
12 to 36 months, and if a customer buys for 12 months, Senator, why 
then this $30 or $36 that we are talking about becomes $12 against 
a $2,400 transaction. If we all put on a little piece of paper how 
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much we paid for our suits, I imagine we all look pretty well clotheq 
here but we don’t all pay the same price. 

This discount situation is not price standardization. The customers 
elect to use us and dealers elect to use us because we think we have 
a good operation. We have offices in 100 or more markets than 
GMAC does. 

Senator Kerauver. You do give the bail bond and credit card? 

Mr. Lunveu. Yes, sir. 

Senator Kerauver. And the credit card, which GMAC does not 

ive? 
r Mr. Lunpewi. I don’t know. My understanding is that they do 
not. We do. 

Senator Kerauver. How about the number of offices that you have? 
Are you in a position to serve the public adequately ? 

Mr. Lunvex. I believe that previous testimony covers that spe- 
cifically as to the numbers. We have a much greater coverage. Of 
course, if we are permitted to tackle this General Motors business, 
I will hazard the fact that we will have even a greater number of smal] 
offices, rather than a fewer number of big offices. 

Our philosophy of operation is not to have these big concentrated 
operations, but rather to reach into as many individual communities 
as we possibly can and take our places there. 

We have 400-odd offices today serving these communities—and in 
Canada, operating under another name, we have another 40 offices. 
GMAC, I believe, has somewhere around 325 offices, maybe 300 offices, 

Senator Krrauver. If you and the other independent finance com- 
panies operating in the field could get some of this General Motors 
business, and if when you did not get it you were not put to all of 
the expense of getting around hurdles that they put up, which you 
have described, would that enable you possibly to get your rate 
down ? 

Mr. Lunpetyi. I would hope so. It has a very real possibility. 

Certainly the more volume we could do, the better operation we 
could have. We would be able to—well, instead of having to send 
a man 200 miles to collect an account, we might be able to establish 
offices at that point 200 miles away, and have a more localized 
operation. 

I would hope so. We certainly intend to try and we will continue 
to try whether we penetrate the General Motors business or not. 

Senator Keravuver. Senator Hart? 

Senator Harr. I only wish to comment that it was a very interest- 
ing and I think effective presentation. I have no questions. 

Mr. Lunpetx. Thank you, Senator. 

Senator Kerauver. Mr. Dixon. 

Mr. Dixon. Mr. Lundell, S. 838 and S. 839 are different in several 
respects. For example, S. 838 would prohibit the automobile manu- 
facturer from engaging in either wholesale or retail financing; S. 839 
only applies to retail. 

Do you have an opinion as to whether the automobile manufacturer 
should be prevented from engaging in wholesale financing as well as 
retail financing? 

Mr. Lunpet.. I believe the way the business is conducted here, 
that it should be applicable to both wholesale and retail. Possibly 
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the exception should be, Mr. Dixon, in connection with the foreign 
operations where I realize the manufacturer has a special type of 
operation, in nations with economies that present their own special 
needs and problems. 

But I would think that, to get to the root of this problem, that this 

rohibition should be equally applicable to retail and wholesale. 

Mr. Dixon. Don’t you see a difference in the fact that a manu- 
facturer has to sell his product, and that the wholesale financing is a 

art of the sale, whereas what the dealer does is a resale of a product 
which presumably he owns? 

Mr. pomp Yes. Well, I think that is true, but the automobile 
manufacturer, Mr. Dixon, in practice for the last, well, how many 
years—I have been in the finance business since 1924, that is 35 years— 
the automobile manufacturer does not now, and so far as I know 
does not now intend to extend credit for wholesale. The automobile 
business is absolutely fantastic, in that there is a business that em- 
ploys one in seven people, that is probably the single most powerful 
economic unit in the country, and yet it operates on a cash-on-the- 
barrelhead basis. 

And if in 35 years—and I am now drawing on my own experience— 
if in that time automobile manufacturers have not extended credit to 
dealers, I can’t see that in the year 1959 there is any need for them 
to be worried about whether they are going to have to do it, because 
I think that the record and the way they conduct their business is 
completely against their argument, if they have one. 

Mr. Drxon. Do I understand you to imply that you see that dif- 
ferently with respect to the foreign distribution of automobile manu- 
facturers ? 

Mr. Lunpety. Yes, I do, because I think there is a need for a special 
manufacturer relationship at this particular time. We have been in- 
vited to go into many foreign countries. Several of them, frankly, 
we probably will continue to look at. There will be a day when I 
imagine independent American capital will want to take its part in 
the installment financing picture abroad. It hasn’t yet. 

Mr. Dixon. One more question, sir. Do you think the Ford Motor 
Co. today is at a disadvantage by virtue of the fact that it does not 
own and operate a subsidiary finance company ? 

Mr. Lunpexti. Well, I don’t happen to feel so. Of course, let me 
say this: We have worked side by side with Ford, Chrysler, Stude- 
baker, and Nash, and we go back with a relationship of many years, 
and we would like to do the same for the General Motors dealers. I 
can only say that it is only a year or so ago that Ford outsold Chev- 
rolet, and when two out of three cars are sold on time, I think the 
record of Ford’s present financing facilities speaks for itself. 

Mr. Drxon. Do you think if Ford Motor Co. goes into the finance 
business, that some of the same problems you now encounter in trying 
to obtain financing business of General Motors dealers would also ob- 
tain to your attempt to continue your relationship with Ford dealers? 

Mr. Lunpeww. I think the thrust of the argument is that here is a 
record of what has taken place with GMAC and Ford has indicated 
two things: They don’t propose to go. into the business extensively, 
but they are going to go in where they would like to influence: prices 
in given markets. 
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I think it has been generally stated—one of our competitors I think 
announced before an investment group— that that was the program, 

And secondly you are dealing here with a question of latent power 
to do certain things regardless of whether they now intend to do them 
or not. One cannot predict what the manufacturers would do under 
the pressure of a blitz situation such as occurred in 1955; anything 
might happen. 

Mr. Dixon. Mr. Yntema left me with the impression that they have 
made an attempt with your organization to obtain for their dealers 
identical terms and services. 

Mr. Lunveti. That’s right. 

Mr. Drxon. And that they were unable to obtain those and that was 
one of the reasons that they were contemplating going into this busi- 
ness, 

Mr. Lunpvewu. Certainly. That just resolves itself down to this, 
We feel that we are at a disadvantage with General Motors because 
they have their own company. 

Mr. Drxon. Will you continue, sir? 

Mr. Lunpeti. What they asked us was, “Can you meet the GMAC 
rate?” Well, we are meeting competitive rates from a discount point 
of view at all levels, we don’t have a national discount rate equal to 
everybody. What are the factors that are involved ? 

Senator Hart is from Michigan. 

Senator Kefauver is from Tennessee. 

Senator O’Mahoney is from Wyoming. 

Senator Langer is from North Dakota—other committee members 
are from other States—you know as well as I do that economic condi- 
tions, community needs, the particular kinds of problems that local 
economies have, differs all over the lot. 

A company in New York, a prime company perhaps, can borrow 
at a 4 percent interest rate. For somebody in another situation, an- 
other rate is applicable, not because people want to toss rates around, 
but because the risks and basic costs of operating are different. 

I was just out at Phoenix, Ariz. I had never been there before, 
The problem of collecting in Arizona where a man has to get in an 
automobile and drive 200 miles to get to talk to a customer or a dealer 
about his business is much different than moving up to Lansing or 
operating in the Detroit area or the Memphis area. 

Senator Kefauver has just asked me could we operate more cheaply 
if we had a crack at the General Motors business. Well, I think we 
could. I am not going to promise it but I believe we could and so 
could everybody else that is in the independent field. 

And if so, discount rates would tend to equalize. It may well be 
that General Motors would go up $10 and we would go down $10. 
There would be a competitive area in which we would be wrestling 
with our problem. 

We are dealing with the realities of cost. What are those realities? 
Not alone the cost of operating and pushing this automobile but 
a difference in credit strata. 

We have purchasers who make substantial salaries but who like to 
budget their income. We have necessitous purchasers at the other 
end of the line, that do not really represent good risks. 

As a matter of fact, Mr. Yntema talks about our problem being that 
maybe we operate with marginal risks as compared with GMAC. I 
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‘nk that is an indictment of the people we serve, and I do not think 
- ink tba But certainly our business is to serve people. We are not 
serving anyone else but people that work for a living, people that 
need transportation for a living, husbands and wives 

Senator Harr. Mr. Chairman, so that the record may be clear 

Senator Kerauver. Senator Hart. , 

Senator Harr. You, in response to a question, commented that con- 
ceivably, and I assume you intended this to be included in the record, 
if GMAC were spun off and you would get a crack at GM business, 
that perhaps the price to the buyer of a GM car would go up $10. 

Mr. Lunpe.u. No, not to the a 

Senator Harr. I wanted you to be clear on that. 

Mr. Lunpeu. Please, we are talking about the area in which we 
can discount business. 

Senator Harr. All right, you are talking now, then, about the price 
to the dealer ? 

Mr. Lunvett. Yes. You see, Senator, one of the things 

Senator Harr. Let me explain why I wanted the record clear on 
this. 

Mr. Lunpe.u. Excuse me. 

Senator Harr. You are not saying, and we are not to understand, 
that if the spinoff is required, a GM car would go up about $10 and 
a Ford car down $10? 

Mr. Lunvetu. No, not at all. 

Senator Harr. We are to understand that that might happen with 
respect to the dealers ? 

Mr. Lunpetu. I would hope so. 

Senator Harr. Would it follow that if Ford and Chrysler were in 
the business of auto financing, that they would go down to all dealers 
about $10? 

Mr. Lunpett. I think not. I think that. there you have a —— 

Senator Harr. Why not? 

Mr. Lunpeti. You have a question of their deciding, as an admin- 
istrative price operation, what they would do, and I do not think the 
competitive factor 

Senator Harr. The option might be available to those other deal- 
ers, though ? 

Mr. Lunvett. The competitive factors do not enter into the pic- 
ture; that is a decision. 

Senator Harr. It would be a decision they would have an oppor- 
tunity to make under those—— 

Mr. Lunpety. As they have any kind of decision to make. For ex- 
ample, General Motors has made a decision to price its automobile 
price $50 more than the Ford automobile, so Mr. Yntema says. He 
said that General Motors prices its automobile at a price $50 more 
than the Ford; or reversing it, he said the Ford is $50 under General 
Motors. 

Those. are corporate decisions. Well, now, what the Sam Hill 
difference is it if General Motors has added $50 to its automobile 
and has cut the discount rate $30, as Mr. Yntema alleges, or Ford, 
on the other hand—if they do the same thing when they go into the 
business—they make a business decision to cut the discount rate, but 


wind up by increasing the price of their automobile to the dealer at 
wholesale. 
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This is a question not of substance but of form. At least that is 
the import of Mr. Yntema’s testimony, not mine, if those things do 
revail. 

: Mr. Dixon. The only difference that I determine, from your testj- 
mony, between your relationship with a dealer and GMAC’s rela- 
tionship with a dealer on the discount rate is $30 to $36. If GMAC 
were spun off by this legislation, what would happen to that differ- 
ence, in your opinion ? 

Mr. Lunpetu. I would say this, that I think that the other finance 
companies, and this would ‘a the first result, would have an oppor- 
tunity to compete effectively for the business and, therefore, I think 
might well be in a position to narrow this discount difference. 

Mr. Drxon. So far as the dealer is concerned, he would be—~— 
Mr. Lunpeti. He might benefit. Collectively the non-General 
Motors dealer would certainly benefit tremendously. 

Mr. Drxon. That is all I have. 

Senator Kerauver. Mr. McHugh. 

Mr. McHvueu. Mr. Lundell, you stated that because General Mo- 
tors owns GMAC, GMAC has a competitive advantage in borrowi 
leverage. You make clear that this is not to be confused with the 
cost of money 
Mr. Lunvetu. That is right. 

Mr. McHvueu. And that the cost of money to you is the same as 
it is to GMAC. 

Now, I wonder if you can help to make clear for the committee, 
then, just what is the significance of this borrowing leverage which 
GMAC has, that you and other independent finance companies do 
not have? 

Mr. Lunpetu. Well, I think it is the same significance, Mr. Mc- 
Hugh, as prevails in the merchandising of automobiles, where you 
talk about turnover. Maybe I can illustrate it, because Mr. Yntema 
is in the business of selling automobiles, where his profits depend 
upon his ability and the dealer’s ability to turn an inventory over so 
many times a year. 

The dealer who can turn his inventory over once a month, or 12 
times a year, can make more money, can do a better job, can conduct 
a better sales operation, than a dealer whose inventory turns over 6 
times a year. 

Now, conversely, in the case of General Motors Acceptance, if they 
can borrow twice or better what the industry can borrow, and have 
that use of so much money to pour into a volume operation, they, too 
can get the leverage that comes from this tremendous additional 
volume on a limited capital. 

It is just a question of ratios. We own $100 million of capital, let’s 

say, and can borrow $600 million, and therefore are limited to doing 
$600 million worth of business. 
General Motors Acceptance owns $100 million of capital and can 
borrow $1,200 million, and therefore they have the leverage that 
comes from that, plus other subsidiary benefits that have been re- 
ferred to in the testimony, namely, the use of General Motors’ money 
against bank balances—maybe they also have a different date on 
which they settle. 

I just told you we paid the manufacturers every single day for the 
wholesaler; maybe General Motors is paid every 10 days by GMAC. 
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Mr. McHveu. Essentially it provides them with the capacity to 

engage in a greater volume of business 4 

r, LuNDELL. Certainly this is a volume business. We are engaged 
in a volume operation. ‘That is the only way we can keep costs down. 
It is the only way we can make an adequate return on capital. 

Mr. McHven. One other question, Mr. Lundell. With reference 
to this $1 per hundred charge that you have, is this a total charge for 
your insurance ? : 

Mr. Lunpetu. Yes. 

Mr. McHveun. This includes the disability coverage ? 

Mr. Lunpett. Yes. That is an aggregate figure; yes. 

Mr. McHveu. Have you ever had a breakdown as to what per- 
centage of that $1 per hundred actually covers credit life insurance 
and how much covers the disability portion ? 

Mr. Lunpe.i. No. 

Mr. McHueu. Do you have any idea, in other words, how much the 
sale of your credit life insurance compares with General Motors at 
$32 per hundred ? 

Mr. Lunpett. No; I don’t. General Motors have this stripped- 
down policy. I think ordinarily credit life policies range generally 
in price from maybe a half of 1 percent to two-thirds of 1 percent. 

EMAC operates below the prevailing, the standard group life 
insurance rate. 

That is a question of subsidy again in my judgment. That is a 
business decision that they have elected. We don’t have separate 
experience with figures on disability, which incidentally has been a 
recent development, Mr. McHugh. As we get into insuring against 
disability, I don’t know whether we are charging enough or whether 
we are not charging enough. That gets back to the point that we are 
essentially in a risk business. 

We have to make our decisions in advance and hope it spins out all 
right. Sometimes it doesn’t. Sometimes it does. 

I can come back to these four States that Mr. Yntema talked about; 
namely, New York, Massachusetts 

Senator Keravver. All right, let’s get on. Anything else? 

Mr. McHven. No, that’s all, Senator. 

Senator Kerrauver. Before I turn to Mr. Peck, Senator 
O’Mahoney’s bill defines a motor vehicle as a passenger car, truck, bus, 
station wagon, or off-the-road earth-moving machinery. Does the 
same situation apply to these other products as against automobiles? 

Mr. Lunveu. I can’t speak about earth-moving machinery. You 
see, I think you have got essentially the same situation in the truck 
field via GMAC, not so much GMAC as you may have under Yellow 
Motors Acceptance. That is another subsidiary. I think that you 
are dealing with an all-inclusive problem, with the exception of my 
lack of knowledge on the earth-moving machinery operation about 
which I have read, and I know that there has been testimony taken 
on it. | 

It doesn’t affect us directly, but certainly 

Senator Kerauver. Do you buy paper on trucks? 

Mr. Lunpeti. Oh, sure. 

Senator Krrauver. Buses? 

Mr. Lunpe. Sure. 
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Mr. Prcx. I have just one brief question, Mr. Chairman. Thank 
you. 

Mr. Lundell, on page 10 of your .prepared statement, in the last 
sentence in the first paragraph, you refer to the automobile buyers 
and say that they are by no means ignorant on the subject and are 
well aware of the wide variety of choices available to them. 

. Mr. Lunpetu. Yes. 

Mr. Peck. I would like to ask you, sir, how many optional finane- 
ing programs to these car buyers does CIT presently offer—how man 
different optional programs consisting of different types of insurance? 

Mr. Lunpetit. How many exist? That is the number we offer, 
A customer comes in and wants a finance service without anything 
on it. CIT offers that. The customer wants a service that covers 
financing and physical damage insurance. CIT offers that. 

A customer wants a finance service and a physical damage insur- 
ance program and these extra benefits, CIT offers that. 

It has a variety of offerings to the customer, through the dealer, 
of course. 

Mr. Peck. And there could conceivably be as many as 10 ora 
dozen different financing programs ? 

Mr. Lunpetw. Basically there would be three. 

Mr. Peck. Three? 

Mr. Lunpew. I don’t say that there would be 10 or a dozen. [ 
think there are generally jusi three simple options here. 

Mr. Peck. Are there any varying degrees of amount of insurance 
which a purchaser may buy? My question, sir, is this actually: We 
have heard that the GMAC program is a stripped-down, streamlined 
program, as it were. 

Mr. Lunpe.u. Yes. 

In answer to your question, we only have one type of extra benefit 
‘Insurance program. We don’t have a variation of that. We have 
one. If a customer elects it, he takes that. We don’t have a varia- 
tion of it. We don’t have extra disability, for example. I have to 
correct that. I think there are a few States in which disability is 
not yet acceptable, and there the customer does not have the choice 
because he does not have the option, but that is a question of State 
control. I think there may be a couple of such States, I’m not sure. 

Mr. Pecx. Then if a pompano automobile buyer comes into a 
Ford agency or a Chrysler agency, as an example, and he wants to 
finance his car on the installment plan, he has one choice—to buy 
what is offered and whether or not to finance it ? 

Mr. Lunvetu. He has several choices. 

Mr. Peck. He has several choices? 

Mr. Lunpetu. Yes. 

Mr. Pecks. Sir, do you believe that the average car buyer who 
comes in and wants to buy a shiny new car—perhaps his wife has seen 
an advertisement and she likes the looks of it—do you think he is 
actually in the position, sir, to decide what is in his best interest 
when he has these various options offered ? 

Mr. Lunvetu. But completely. 

Mr. Peck. Completely ? 

Mr. Lunvety. Yes, sir. 
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Mr. Peck. Do you think that there is any advantage, sir, in having 
the streamlined eat program which GMAC offers in distinc- 
tion, let us say, to. a program which has many options? 

Mr. Lunvevy. We think our program is real value for the money 
and is infinitely better than the GMAC ea 

That is the reason we promote it. May I come back to this ques- 
tion of option ? 

Mr. Pecx. Yes. 

Mr. Lunvety. Again I urge that you read Ford’s advertisement on 
the subject of options, because if people are going to wrestle with 
the financing situation, that is probably the easy point. é 

The question is, Do we want overdrive, power steering, power 
brakes, power seats, six cylinders and eight cylinders, air condition- 
ing, and so on ? ie ; 

The automobile is not a spot or impulse purchase, not something 
that they decide tomorrow morning at 9 o’clock, “I want to buy it” 
just like any of us would a necktie. 

This is a family purchase about which they think and shop and 
look over the market. I think your question could probably be much 
better answered by any dealer, however. The dealers that I have 
talked to feel that the customer is a pretty knowledgeable person and 
so do I. 

Mr. Peck. And you feel that there is no real element of confusion 
in his mind as to what he should have? 

Mr. Lunvett. If there is, it is no more than any other confusion 
that would prevail in the buying of an automobile. 

Mr. Peck. Thank you very much, sir. 

Senator Kerauver. Thank you very much. 

Mr. Lunpeti. Thank you, Senator. Thank you, Senator Hart. 

Senator Krerauver. Our next witness is Prof. Donald Turner of 
Harvard Law School, Cambridge, Mass., representing the American 
Finance Conference. 

Mr. Turner, we are glad to have you here with us. 


STATEMENT OF DONALD F. TURNER, PROFESSOR OF LAW, HARVARD 
LAW SCHOOL, CAMBRIDGE, MASS. 


Mr. Turner. Thank you, sir. I believe I will proceed and read 
from my statement, perhaps with some interpolations along the way. 

I would be happy to have interruptions at any time. 

Senator Kerauver. Any part of your statement that you don’t read 
will be printed in the record. 

Mr. ner. Thank you. My name is Donald F. Turner. I am 
a professor of law at the Harvard Law School, Cambridge, Mass. 
My special field is government regulation of business, primarily Fed- 
eral antitrust law. I have a Ph. D. degree in economics from Harvard 
University; an LL.B. degree from Yale Law School. I taught 
courses in economics at the University of Minnesota during the sum- 
mers of 1948 and 1949, and at Yale University during the 3 years I 
attended Yale Law School. I came to Harvard Law School in 1954 
after 3 years of private practice, during which I participated, as a 
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conferee, in the work of the Attorney General’s National Committe 
To Study the Antitrust Laws. 

Senator Kerauver. Did you agree with all of the recommendations) 

Mr. Turner. No, sir; I did not. ' 

I have been retained by a group of independent finance companie 
who wished to obtain expert opinion on the bills—S. 838 and S. 839_ 
now under consideration by this subcommittee. The views I an 
about to present are my own, and while they may coincide with thos 
of the independent finance companies in their general purport, they 
may not in all details. 

At the outset, let me state precisely what I shall be talking abou, | 
I shall discuss the merits of legislation that would prohibit automo. | 
bile manufacturers from engaging, directly or indirectly, in finane. | 
ing retail sales of automobiles to consumers. 

I do not plan to give my opinion on the comparative merits and de. 
merits of the broader prohibitions that have been proposed—affect. 
ing wholesale financing of automobiles, handling of insurance, and 
financing and insurance in connection with the sale of other vehicles 
or of other consumer durable goods. In refraining from discuss} 
these other prohibitions, I do not wish to imply an opinion one way 
or the other. 

To repeat, I wish to state why I believe that the automobile man. 
facturers should be prohibited from engaging in retail financing of 
automobile sales, and why I believe that congressional legislation js 
an approriate method of effecting the prohibition. 

To judge the wisdom of the proposed prohibition, we must, of 
course, look not only to its probable impact on competition in the 
financing industry, but also to its impact on competition in the auto- 
mobile industry. To me, the vital matter is the automobile industry, 
I shall therefore discuss it first, and discuss the financing industry 
second. 

I need not relate in detail the serious problems posed by growing 
concentration in the automobile industry. I do not want to exag- 


lar 


gerate them, but neither should they be understated. It is only fair | 


to say that in many respects the historical performance of the auto 
mobile industry has been impressive. By and large it would be hard 
to say that the consumer has not gotten a good bargain in the Ameri- 
can car, compared with what he has gotten for his money when he 
has bought other goods and services. But recent developments, I 
think, only highlight the fact that concentration in the industry has 


not been, and is not, as beneficial as it may look. The consumer is | 


paying for concentration—if not in price (though a good case can 
be made that price competition among the manufacturers, even tak- 
ing into account quality competition, is far from vigorous) then 
surely in a reduction of the kind of real and meaningful alternatives 


that a greater number of producers would have given him. In m- | 
portant respects, the behavior of the Big Three auto producers illu | 
strates the classic weaknesses of oligopoly—a strong tendency to 


parallel action, to doing pretty much what the others are doing, to 
making minor rather than big changes, sacrificing the chance of mak- 


ing big gains in order to avoid the risks that too great a departure, | 


if not agreeable to the mass of consumers, will entail a serious 10s | 


of position. Putting it another way, the relatively large producer, 
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facing two or three others similarly situated, strives not so much to 
meet the average market taste, but more importantly to match what 
the other two think the average or mass taste will be, taking com- 
fort in the likelihood that if all three are wrong it won’t hurt too 
much because the consumer has no other effective choice. 

The horsepower race, the prolonged drift toward larger and gaudier 
ears, reflects something much more, I think, than a reaction to, or 
miscalculation of, consumer tastes. It represents the unfortunate 
consequence of concentration, a situation in which the decision on 
what kind of car to produce is not deemed nearly so important as 
that the decision be substantially the same as that made by the others. 
Though the decision may be wrong, the adverse consequences can be 
avoided for a long period of time. Consumers have formed the habit 
of buying what the Big Three sell; powerful advertising efforts tend 
to mold consumers’ tastes to the product offered. But a wide de- 
parture cannot persist forever, as the current spectacular rise of small 
car purchasing—heavily from abroad—shows. It seems undeniable 
to me that this picture would be radically altered if we had had 
a larger number of American producers, and in my opinion the 
change would have been for the better. The consumer might not 
have gotten as much size, horsepower, and chrome for his dollar, but 
he would have had a much wider choice. To amplify, a larger num- 
ber of producers would have been beneficial in these important re- 

ts. 
ae (1) It would have meant more competitive pressure on all 
producers and probably, therefore, a more rapid introduction 
of fundamental improvements ; 
(2) It would have meant greater opportunities for variation 
(and radical improvements) in product, because any one pro- 
ducer could succeed by appealing to a smaller part of the mar- 
ket; and 
(3) It would have meant, as a consequence, that more con- 
sumers would have been able to get the kind of car they 
wanted. 

Now these are generalizations, but I believe they are sound. In 
any event, it seems clear that any further concentration in the auto- 
mobile industry would be a serious development, and a development 
that Congress, as a matter of public policy, should be vitally con- 
cerned in preventing. Any aspect in the current situation that 
shows promise of contributing substantially to further concentration 
deserves a careful look. 

(At this point, Senator Kefauver left the hearing room.) 

Mr. Turner. This brings us to the matter at issue—the effect on 
competition and concentration in the auto industry of the participa- 
tion of the leading auto producer in retail sales financing. And here, 
it seems to me, the testimony of Dr. Yntema of the Ford Motor Co., 
though offered as a case against the proposed legislation, in fact 
makes a powerful case for it. Let me summarize the substance of 
what Dr. Yntema said. General Motors’ financing corporation is a 
distinct advantage to General Motors in facilitating the sales of GM 
cars. The availability of lower cost GMAC financing gives GM 
dealers a cost advantage over other dealers, an opportunity to com- 
pete more effectively in sales to consumers. Ford and other com- 
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panies are at a corresponding disadvantage, which they currently egy 
overcome only by reducing the price of their cars, and which the 
can otherwise overcome only by setting up financing corporations 
of their own. But this is not an easy task. Ford might well tap 
several years before it could match the efficiency of GMAC, 

To Dr. Yntema’s testimony we might add—if these are Fords 
prospects, what are the prospects for Chrysler, which is currently jy 
a far weaker position than Ford, and what are the prospects fo! 
American Motors and Studebaker-Packard, who will Shortly face | 
small car competition from the Big Three? And if the principal 





advantage of GMAC is the size of the GM assets that lie behin i | 


(enabling it to carry on much more extensive operations than jts 
lenders would permit if only GMAC’s equity were involved), they. 

ossibly Ford and Chrysler, and certainly American Motors ang 
Seeiiiicen Paskesd, could never match the advantage that GM noy 
has. In short, there seems a high degree of probability that the GM. 
GMAC alliance has contributed to GM’s dominance of the automobik 
industry and will continue todoso. At the least, the alliance of auty 
production and financing of car sales will tend to improve the positig 
of the Big Three and reduce the chances of survival of the two m 
maining small producers. Thus, insofar as the auto industry is eq. 
cerned, the case for the proposed prohibition on retail sales financing, 
by auto manufacturers is a strong case indeed. 

What then can be said against the bill? It is argued that divore 
ment of financing from automobile manufacturing would cause highe 
finance charges to consumers. I submit that harm to consumers jy, 
the form of higher finance charges is unlikely, to say the least; anj 
that even if a possibility of such harm might be shown, it is too slight 
to outweigh the highly probable and substantial harm to the auto 
industry, and to buyers of cars, that would result if auto compania 
can continue to carry on retail auto financing. 

What harm might be caused by divorcing GMAC from GM, ani 
preventing other auto companies from setting up finance companis 
of their own? I repeat, the only possible harm is that consume 
might have to pay higher finance charges, over the short run or ove 
the long run. This harm could result only if divorcement would lea 
to less competition or less efficiency in the financing business. Nor 
there is certainly strong evidence that GMAC’s financing operation 
is more efficient, in the economic sense, than the operations of ind 
pendent financing companies. GMAC charges lower rates, yet make 
higher profits. But this by no means proves, as such, that divore 
ment of GMAC from GM would lead to harmful results. 

The greater efficiency of GMAC may have nothing to do withis 
ownership by GM, but be due solely to its own management ani 
methods—as indeed GM, in its statement filed before the committe, 
contends, and as Dr. Yntema contends. If this is correct, what ham 
could be done by divorcement? None that readily appears. bt 
Yntema suggests that harm could come about in either of two ways: 

First, an indeepndent GMAC, now confined by GM’s choice 
serving, with minor exceptions, GM dealers and GM car buyers onl, 
might when freed go after the finance paper of all dealers, atl 
dominate or monopolize the business. eI 

Second, GMAC, freed of the consideration of pricing its ian 
charges so as to increase sales of GM cars, might simply raise its ralé 
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to those charged by other finance 1 thus increasing its 
rofits and perhaps, over time, gradually losing its efficiency through 


3 | lack of competitive stimulus. But these are not the only possibilities. 


Is it not just as likely, if not more likely, that GMAC would indeed 
begin to compete for the business of auto dealers generally, but that 
the consequence would be, not that independent finance companies 
would stand idly and helplessly by while their business was taken 
away, but that they would respond as companies traditionally respond 
to competition by improving their efficiency and lowering their own 
rates? ' : oe 

Moreover, if, as Dr. Yntema suggests, competition among inde- 

ndent finance companies does not work effectively in the finance 

usiness, surely there are more direct ways of dealing with that prob- 

lem than falling back on the auto manufacturers. If there is a prob- 
lem, and if consumer ignorance or incapacity is the principal reason 
(as Dr. Yntema suggests), I would say three things: 

First, Dr. Yntema underestimates the possibilities of effective re- 
medial action. More and more States are passing statutes requiring 
clear separation and statement of financing charges. These are nota 
panacea, but they certainly help. _ 

Second, consumers are becoming more and more knowledgeable 
about these matters as the level of education and experience rises. 

Finally, cannot we rely on the auto companies—even if they cannot 
do financing themselves—to make every effort to dispel consumer ig- 
norance, purely as a matter of the companies’ self-interest in selling 
more cars ? ol} 

To sum up at this point—if GMAC has peculiar efficiencies, and 
these efficiencies have nothing to do with its tieup to GM, the possi- 
bilities of irremediable harm from divorcement seem far too slight 
to warrant serious consideration. 

Now let us change the assumption. Let us assume that GMAC’s 
advantages are due, wholly or in large part, to its ownership by GM. 
One of these advantages might be that GMAC occupies a preferred 
status among GM dealers, enabling it to get their business with a 
minimum expenditure of time and effort, and thus saving selling costs. 
I would be fairly confident that this is true, even though I would con- 
fidently assume that GM has made every honest effort to comply with 
the antitrust consent decree forbidding coercive tactics of any kind. 
It seems inevitable that some dealers, other things being equal, would 
prefer to deal with GMAC on the time-honored principle of “why 
take a chance.” I hardly need argue that we need not concern our- 
selves with GMAC’s losing an advantage of this kind—the selling 
economies effected by a captive market cannot be recognized if com- 
petitive policy isto mean anything at all. 

This brings us to the principal advantage GMAC appears to gain 
from its alliance with GM—the leverage in borrowing capacity that it 
gets because the assets of GM in effect stand with GMAC’s own equity 
is security for loans toGMAC. If GMAC can borrow more against 
its own equity, it.can carry on that much more financing, and at any 

lven financing rate, it can make more profit on its equity than in- 
ependent finance companies can obtain. Putting it another way, 
@MAC can charge a lower rate and still make a greater profit on its 
equity. Now, as an economist, I must say that this kind of efficiency 
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can be a social as well as a private efficiency, and that in the abstrag 
to sacrifice it would be a social loss. 

I may also say parenthetically that on this kind of a basis, the mog 
efficient kind of financing would be a Government monopoly, 

But this, like any other problem, is not a problem in the abstrac, 
and further questions must be asked. 

First, is the saving being passed on to the car buyer, for if it jg not, 
there is no present social gain and hence no social loss from remoy} 
the advantage. On this point, no one knows for sure, but it seems quite 
possible that at least part of the saving is retained by the dealer 43 
extra profit to him. 

Second, even assuming that the saving is currently passed on to the 
consumer, insofar as the finance charge is concerned, might not it he! 
offset by GM charging a comparably higher price for its cars? () 
looking to the future, if Ford and Chrysler set up their own financing 
companies and the Big Three continue to dominate the autompbils 
industry, and come to dominate the financing of their cars, might 
not oligopoly pricing of cars-plus-financing make the consumer wor 
off than before ? 

I do not pretend to have the answers to these questions, but a further 
comment or two may be in order. One important factor is the rb 
played by banks, who now handle 40 to 50 percent of consumer pape 
and at rates below those of GMAC, as I understand, in most case, 
‘Lhe lower bank rate may simply mean that banks deal only with pr 
ferred risks. If this is true, and if this is likely to persist, banks woul) 
offer little check to oligopolistic pricing of finance charges by doni- 
nant auto companies. Even if banks did try to encroach, auto finane 
companies would still have the advantage of a preferred status with 
dealers, and most. consumer paper is of dealer origin, apparently in 
part because a single transaction (combining car and financing) j 
more convenient to consumers. At present, banks hold twice as much 
purchased paper as they do direct paper. This all is, as I stated, spe 
ulative: but it indicates serious doubt, to me at least, that divore 
ment of financing from auto manufacturing would produce a detec:| 
able economic loss to consumers. 

I may again note parenthetically that if banks in the future dil 
decide to compete fully for all kinds of risks, we may also have m 
fears that the divorcement of GMAC would lead to any increased 
finance charges, because whatever GMAC can do, apparently banks 
can, too. 

But let us, finally, assume even this. Let us assume that consumes 
over the long run would pay somewhat higher finance charges 
Against this must be set the likely and far more consequential ham 
to consumers from greater concentration in the auto industry. Again) 
it must. be set: the social costs of lost business opportunities that would 
result from concentration of financing. Against it. must be set th 
possibilities of distortion inherent in conglomerate integration, the 
likelihood that credit terms will be dictated not by the economies ¢f 
financing but by the primary business of selling cars. I believe the 
balance of such considerations weighs in favor of prohibiting aut 
manufacturers from engaging in retail sale financing. 

I would like to conclude this statement with some brief commenti 
on the second general question before this committee : Is specific legs 
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lation an appropriate method of effecting a prohibition which, as a 
matter of economic policy, seems highly desirable ¢ 

At this point, of course, I cease talking as an economist, for this 
question involves other considerations. J udge Arnold has dealt with 
it and urged that in this situation a statute is not only appropriate but 
necessary. I substantially agree with what he said, but I reach the 
result in a somewhat different way. 

I do not think it is of decisive or even weighty importance whether 
or not the integration of auto manufacturing and financing by GM 
(or Ford or Chrysler), as such, violates the antitrust laws. ‘The 
mere fact that a situation does not violate the antitrust laws does not 
mean it is necessarily a good thing, or one that Congress should not 
do something about. The antitrust laws—general as they are and 
broad as they are—are not a panacea for all economic ills, and indeed 
it is difficult to see how they could be made into one. For example, 
they do not cover all monopoly power. As the law now stands anyone 
who achieves monopoly solely by being progressive, by being efficient, 
and by charging comparably low prices, does not violate the Sherman 
Act, though his monopoly once achieved poses a threat no different 
from that of a monopoly illegally acquired. Yet surely it is idle to 
contend that Congress should feel precluded from regulating or other- 
wise dealing with such a monopoly by special legislation, particularly 
where it affects a large and vital part of the economy. I agree it 
would not be wise for Congress to make a habit of passing ad hoc leg- 
islation every time it finds a situation, even of minor significance, not 
up toits liking. But that isn’t what is involved here. 

What if we reverse the assumption, and assume that the integration 

of auto manufacturing and auto financing, as such, does violate the 
antitrust laws? Again, this does not establish that congressional 
action is inappropriate. First, as Judge Arnold suggested, peculiar 
factors such as prior judgments or consent decrees of less enlightened 
days, may make current enforcement difficult or impossible. Second, 
the enforcement agency may get a judgment that a particular situ- 
ation is unlawful and yet be unable to obtain the most effective relief. 
This is particularly pertinent in regard to the proposed legislation, 
because, as is well known, divestiture and dissolution is a form of re- 
lief that courts, with some justification in light of great powers thrust 
upon them are particularly loathe to grant. Third, enforcement pro- 
ceedings whether before courts or the Federal Trade Commission, are 
notoriously protracted, particularly where the alleged offense is not in 
the category of per se illegality (and the auto financing case is not). 
In light of the FTC’s position before this committee against the appro- 
priateness of the proposed bills, I cannot resist the temptation to point 
out that the Pillsbury case, under section 7 of the Clayton Act, has 
been going on for years, I think 7 or 8, and has not been decided even 
by the Commission, let alone by a reviewing court. 
Again, I would not suggest that delay in enforcement proceedings 
justifies general or frequent resort to specific legislation. But the 
need for speed in a particular case is certainly a factor to be taken 
Into account. 

Thus, in light of the serious concentration in the auto industry to- 
day, and in light of the real danger then financing integration will 
contribute to further concentration in the automobile industry, it 
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would be quite appropriate for Congress not to wait for the prob- 
lematical relief that might come from a probably protracted antitrug 
proceeding. It seems wholly appropriate to me for Congress to ag 
now. 

That concludes my statement. I will be happy to answer questions 
Senator Harr. Thank you. Is it a fair if oversimplified summa: 
to say that your basic feeling is that even if we were to concede tht 
consumers might in the long haul pay higher finance charges—y 

consumer I mean the retail -b 


tion of manufacturing would justify the legislation ? 

Mr. Turner. That’s right, sir. This is necessarily a mixed ego. 
nomic and political judgment because none of us really know what 
the facts are. 

You are dealing with probabilities, not with certainty. Just toh 
specific, if you felt that a wasn’t going to be any further concep. 
tration in the automobile industry, but there was going to be a sub. 
stantial rise in financing charges, then of course the harm would lip 
on the other side. 

But that is not the calculation that I would make. I would caley. 
late it the other way. 

Senator Harr. It is not surprising that a faculty man should recog. 
nize that there is really no absolute insurance of the right answer, 

Mr. Turner. Thank you, sir. That is a compliment. 

Senator Harr. Are there questions from the staff ? 

Mr. Drxon. I have none. 

Mr. Peck. I have none, Mr. Chairman. 

Mr. McHvueu. Just a few questions, Senator Hart. I have bee 
very much interested in your observation, Professor Turner, that you 
believe this legislation is necessary, whether or not the present owner: 
ship by GM of GMAC in itself violates the antitrust laws. 

The difficulty with that observation, as you are well aware I am 
sure from the legislative point of view, is that if there is a violation, if 
the situation may violate the law today, what is the need for th; 
legislation ? 

Mr. Turner. Yes. 

Mr. McHoveu. Are you in a position to express any opinion con- 
cerning whether the ownership by GM of GMAC without proof o 
ne coercion may be a violation of the Clayton Act or the Sherma 

ct 

Mr. Turner. It is an opinion I would hesitate to state, for a coupk 
of reasons. One is that hate to state an opinion not having all of 
the facts available, and I have that problem here. 

Secondly, as you know GM is now undergoing a grand jury invest 
gation which will presumably bring out some facts if anything comes 


up. 
he. McHueu. Apparently that is a much broader context. 
Mr. Turner. That is a much broader context apparently although, 
frankly I do not know what the objects of that investigation are. _ 
With these reservations, I would say that in my opinion the all: 
ance, in light of GM’s dominant position in the auto industry, ew 
without coercion, does violate the antitrust laws. 
Mr. McHveu. If we can assume then that without coercion thi) 
alliance may constitute a violation of either the Sherman Act y 
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section 7 of the Clayton Act, would you agree with Judge Arnold 
that the consent decree against GM-GMAC forecloses the Depart- 
ment from reopening this issue # a 

Mr. Turner. I am not very familiar, sir, with the law about con- 
sent decrees, and to what extent they are res adjudicata on subsequent 
proceedings. There is as I recall this pees on the law of con- 
sent decrees. Typically they provide that. jurisdiction is retained by 
the court with the ee available to either party to petition for 
reconsideration, either for the withdrawal of the relief granted in 
the case of defendant’s petition or for further relief in the event of 
the Government’s petition, on a substantial change in facts and cir- 
cumstances. | : 

Now this as I recall again requires a fairly strong showing, and I 
think it might be very difficult to make that showing in this case. _ 

That is, you would have to establish such a change of conditions 
since 1952, which I think is the date of the decree, that reopening is 


appropriate. ; 

Knd without really knowing too much about the facts, I would 
doubt that a really substantial change has taken place. Maybe it has. 

Mr. McHven. Professor, do I understand your position to be gen- 
erally though that assuming that there is a violation, assuming that 
the Department could either reopen the decree or attack this in a 
broader context of law violation, that nevertheless in view of the delay 
that is involved in such type of proceedings and in view of the great 
danger that confronts the country from continuing this concentration, 
Congress as a matter of congressional policy would be justified in pro- 
ceeding with this type of legislation ? 

Mr. Turner. Yes. To be brief, I think this is a case where time is 
very important. The auto industry is in a rather touchy situation. 
It wouldn’t take much to rapidly accelerate it seems to me, the kind of 
drift to concentration we have had in the last 10 or 15 years. 

If you suppose, for example, that effective Government action by 
the Antitrust Division could be launched by a reopening of the decree 
or by independent proceedings, say perhaps it is an outgrowth of the 
grand jury proceedings, making that assumption I would guess, just 

ess, that it would take at least 5 years to have it wrapped up, and a 

ot can happen in the automobile industry in 5 years. 

Mr. Moti vans. Thank you. That is all, Senator Hart. 

Senator Harr. Doctor, thank you very much. 

Mr. Turner. Thank you very much, sir. 

Senator Harr. The committee will recess at this time to resume at 
2:15. The chairman, Senator Kefauver, expects to be here again. 
The first witness this afternoon will be Mr. Harold Grindle. 

(Whereupon, at 12 noon, the hearing was recessed until 2:15 p.m. 
of the same day.) 

AFTERNOON SESSION 


Present : Senator Hart. 

Senator Harr. The committee will be in order. Our first witness 
this afternoon, as we announced as we recessed, will be Mr. Harold 
Grindle. Mr. Grindle, we have received and thank you for the copy 
of your remarks. You may read it or read such portions of it as 
you want, and any part omitted we will put in the record. 
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STATEMENT OF HAROLD GRINDLE, INDEPENDENT GARAGrE 
OWNERS OF AMERICA, INC., TOLEDO, OHIO 


Mr. Grrnnie. Thank you, sir. 

Mr. Chairman and members of the committee, my name is Harolj 
Grindle. I am here representing the members of the Independeny 
Garage Owners of America, Inc., a national trade association of inde. 
pendent automotive service shop owners. The facts and statements] 
will present apply, not only to our membership, but equally as wel] tp 
all in the independent collision repair service industry. 


I will also attempt to show how the monopolistic practices of the | 
vehicle manufacturer in the finance and insurance business is affecting | 


our whole industry, in its relations with these fields. 

I would like to explain that paragraph in just a little more detail 
We believe that, because of the GMAC and GEIC program, othe 
finance and insurance companies have adopted certain policies to try 
to compete with them, and that these policies, by whomever per. 
formed, are detrimental to our best interests and the best interests 
of the public. 

I should explain to this committee the meaning of the word “nde. 
pendent” as used by our association. It is a shop doing automotive 
repair service that does not operate under a franchise from a vehick 
manufacturer—we are the little people in the industry. There ar 
some 90,000 of these shops throughout the United States. There ay 
also thousands of service stations doing automotive repair that js 
affected by the actions going on in our industry. 

Our association is the only nationwide association of independent 
automotive repair shops covering all types of automotive repairs. 

Our membership consists of general repair, collison repair, and 
specialty shops such as radiator, glass, frame, brake, and front end 
service. We have at the present time membership in 34 States. 

I have spent 1014 years in this business as an independent repair. 
shop owner. I am personally acquainted with what I am abont to 
present as the views of the members of our association. 

We are deeply grateful for this opportunity to make known to this 
committee the views of our members on S. 839 and why this legisl. 
tion is needed to restore and keep free, open competition in ow 
industry. 

At our national board meeting in February 1959, the national board 


of directors, composed of delegates from each State, under dire: | 


tions from the members of their associations voted unanimously to 
oppose any monopolistic practice in the industry that would tend to 
place our segment of the industry in an unfavorable position in it. 
We will, and have, cooperated with others in our industry with ideas 
and actions that are good for our country, the public, and our industry 
asa whole. We protest monopoly by anyone. 

We are too young an organization to maintain a staff here in Wash 
ington to make known to individual Members of Congress how ou 
segment of the industry and public are hurt by the actions of the 
vehicle manufacturers now in the “captive” finance and insurance 
fields, and how, if others are permitted to enter this field, it will lea 
to complete monopoly of the industry. 

We are able to present certain facts here at these hearings abott 
these conditions. To back up our statements we will present to thi 





Q"9A ATITY) FINANCING LEGISLATION 


| 








commit 
concer 
three * 
time al 
rest of 

I aw 
839. ¢ 
jslatiot 
circle « 
inated 

If w 
If con 
battle | 

I we 
Milwa 
collisic 

This 
by Fra 


OwNER: 


Too 1 
cars sti 
insurar 

It so 
advisin 
take dé 


Fur 
appol 
Last 
in settl 


Fur 


In 
three r 
the co 
Woodn 
owner, 
the cor 


It w 
pany e 
satisfa 
which 
additic 
the cor 

So, 
garage 
start 1 
until t 

Woc 
mate, 
parts | 

He | 
not or 
When 
any fi 








AUTO FINANCING LEGISLATION 373 


| committee copies of letters and press stories showing that what we are 
| eoncerned about is a fact, not a fancy. These copies are from only 
| three States, Tennessee, Ohio, and Wisconsin. If we had had more 

time and staff I am sure we could have presented material from the 


rest of our States. | . 
. I am not going to say much about the “captive finance” part of S. 


Mt! g39. Our main interest lies in the insurance part of this proposed leg- 
: jslation. Our thought on the “finance” part is that it is part of the 
, | circle causing the monopoly, and “captive financing” should be elim- 
7 } inated from our industry for that reason. 


If we had a fair chance in the marketplace we would not be here. 
If competition was free and open we would be willing to fight the 
'8 battle ourselves. 

I would like to present to the committee a reprint copy from the 
; Milwaukee Journal and read from it to show there is trouble in the 
collision repair industry. 

7 This was a reprint copy from Sunday, September 15, 1957, written 
by Frank Sinclair of the Journal’s staff: 


ts 
Owners Have Ricut To TAKE AvuTo TO ANY GARAGE, STATE Says; INEQUITIES 

e- SCORED 

” Too many Wisconsin owners of autos damaged in collisions are ending up with 

le cars still in need of repairs after being worked on by garages selected by some 

Te insurance companies, the State insurance department said Saturday. 

re | It so informed the Wisconsin Automotive Trades Association (WATA) in 

is advising that it will notify underwriters that insured owners have the right to 
take damaged vehicles to any garage they choose and get them properly repaired. 

nt Further on in the article is quotes about where Mr. Rogan had 
appointed Alvin L. Woodmansee, law examiner, to investigate. 

nd Last week, Woodmansee wrote Milan that he had found increasing inequities 

nd in settlement of automobile damage claims. 

Further on in the article: 

‘ In some Cases car owners are required by the insurance company to get two or 
three repair estimates, Woodmansee said. ‘These usually are fairly close. Then 

; the company gets an estimate of another garage appraiser. This estimate, 

18 Woodmansee said, is invariably substantially lower than those secured by the 

la- owner, sometimes amounting to only a fraction of the next lowest estimate, and 

m the company refuses to pay anything higher. 

nd CAN’T SUE EITHER 

x0. It would appear, Woodmansee observed, that to any reasonable man the com- 
pany estimate, in view of the other estimates, is probably too low to allow for a 

to satisfactory repair job. Naturally, the insured would rather go to a shop in 

to which he has confidence and would, except that he knows he will be subject to 

it additional expense out of his own pocket if he does, and is given to believe that 

48 the company considers the other estimates exorbitant. 

| So, Woodmansee said, the owner turns his car over to the company-chosen 

ty Sarage against his better judgment. Then he finds that the garage will not 
start work without authority of the company, which will not give the go-ahead 

he | until the owner signs an unconditional release in its favor. 

ir Woodmansee said that in too many cases, because of the especially low esti- 

he mate, some items of repair are omitted, the work is done hastily, and damaged 

parts are haphazardly restored. 

ice He pointed out that when the owner kicks to the garage, he’s told that he got 

ad not only an adequate repair job, but all he had coming under the estimate. 

; When he complains to the underwriter, he’s told that he relinquished it from 
ut any further obligation when he signed the release. He can’t sue the garage 
his 
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since the insurance company, not he, made the deal for repairs. He can’t sue 
the company because of the release. 


Further on down in the article: 


Some underwriters, Milan said, also demand discounts of 10 to 15 Percent on 
parts used in repairs. That was confirmed by car dealers and independ 
shops. The better business bureau said it had such complaints, but they were 
not within the scope of things it investigates. Two motorists informed the Mil. 
waukee Journal that they had run into discounts. 


isted ; was checking into the extent of its jurisdiction over the practice and would 
investigate if it was within its province. Otherwise, if it feels that a probe is 
warranted, it will refer the matter to the proper State department. 

Harry Sloat, Milwaukee, president of the Wisconsin Independent Garage Op 
erators’ Association, reported that discounting was discussed at an association 
meeting last week, and there is a feeling among its leaders that curbing legis. 
lation might be desirable. 

Senator Harr. The article from the Milwaukee paper will be in. 
serted in the record in full. 

on article referred to may be found on p. 573.) 

s it now stands, one major vehicle manufacturer and their “cg 
tive” finance and insurance companies have almost completely elimi. 
nated the independent from collision repairs by monopolistic practices 
we cannot, by ourselves, or with ordinary business methods compete 
with. 

I might add here that using the word “monopolistic” is more or less 
a sense of not necessarily illegality. It isa term that we are using. 

This manufacturer is the General Motors Corp. with its GMAC 
Finance, Motors Insurance & General Exchange Insurance Corp. in. 
surance and finance program. 

Other vehicle manufacturers who do not have their own finance and 
insurance companies have working agreements either directly or in 
conjunction with their dealers with companies such as: Service Fire 
& Service Casualty Insurance Co. and Universal CIT Credit Corp,; 
Calverts Fire Insurance Co. and Commercial Credit Corp., Emmco In- 
surance & Associates Discount. 

There could be others who operate on an area basis that I am w- 
aware of at this moment. 

There are many ways we are being squeezed unfairly by the mono 
olistic practices of the vehicle manufacturers, their dealers, and the 
captive finance and insurance companies working together that tends 
to eliminate the independent from competition. 

Let’s discuss how parts discounts are used to work us over. 

We have no other source than the franchised dealer for the major 
portion of body repair parts. These are the sheet metal parts. Weecall 
them captive parts because there is no other source of supply except 
through the dealer from the manufacturer. 

Most franchised dealers give the same, or nearly the same discount 
on captive parts used in collision repairs to the insurance companies 4s 
they do to the independent shops. e insurance companies insist ons 
discount on parts. Our shops are told bluntly by the insurance com- 
panies, “either give us a parts discount or we won’t send you any 
work.” I have here a copy of a letter from Allen C. Ward, vice pres- 
dent of Resolute Insurance Co., that shows clearly the pressure being 
used to secure parts discounts. This pressure helps the vehicle mant- 


Woodmansee said the insurance department was aware that discounting gy. | 


| 
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facturer and their dealers with their captive parts setup to eliminate us 
from the industry. 

To all producers : Take a critical look at your loss adjustments. 

If a tow bill is involved did you get the repairer to absorb it for the repair 
job? Did you get a 25-percent discount on new parts? (Did you check the 
hourly labor rate you were charged?) Have you an agreement with a local 
glass company to replace glass at a 40-percent or more discount? Have you 
made the same kind of a deal with a tire company, a radiator repair shop, a 
rechroming outfit, and an upholsterer? 

Senator Harr. The entire letter will be incorporated in the record. 

The document referred to may be found on p. 575.) 
r. Grinvte. If we get the same, or nearly the same discount as 
(he insurance companies receive from the franchised dealer on parts, 
how can we compete ? 

The dealer still has a parts profits to add to his labor charge 
regardless of whom he gives this discount to. If we raised our serv- 
ice charge to add to our income to make a for our loss on parts 
profit we would not be competitive with the franchised dealer on the 
service portion of the job. 

Our only hope of survival under present conditions is to try to 
keep our operating cost lower than the vehicle dealers. This pre- 
vents us from expanding our shops. It affects us adversely in being 
able to carry on a training program for our employees. 

I have asked shop after shop this question, “Do you receive any 
repair work from the captive companies now in the industry?” The 
answer has been the same in all cases. “No, I do not” or “I had two 
or three jobs all last year.” Many add, “I won’t even bid on a job 
when a captive company is involved, I know it’s going to the fran- 
chised dealer who sold the vehicle, why should I waste my time 
making an estimate ?” 

Records from the insurance companies now under the captive 
control or working agreement of the manufacturers and dealers must 
show that a major portion of the vehicles insured by them and in 
need of repairs is done by the franchised dealer who sold the vehicle 
or another franchised dealer handling the same make vehicle or they 
would not have made the following claim. I would like to present 
to the committee a copy of a letter in its entirety and quote a para- 
graph from it. This letter is from the president of Service Fire & 
Service Casualty Insurance Co. of New York. It was addressed to 
the Universal CIT Credit Corp. and was sent to franchised dealers 
throughout the United States, Fencoeme for the purpose of soliciting 
the franchised dealers’ business. 

The paragraph I am going to quote is the truth, they did not exag- 
gerate their claims. 

More than 95 percent of all repair jobs handled by our adjusters were per- 
formed by franchised dealers doing business with Universal CIT. It is our 
policy to see that dealers are paid very promptly for their work and in the 
case of major jobs dealers frequently receive payment even before the work 
is completed. 

GMAC and GEIC setups are the same. 

Senator Harr. That will be incorporated in the record at this 
point. 

(The document referred to may be found on p. 583.) 
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Mr. Grinvte. I wish we could say that we receive the same promp} 
attention on the small amount of repair jobs we in the independen; 
field do get. 

If this 95 percent of the repair work they are bragging about was 
going to the franchised dealer because of better service to the ublic, 
more competent work, better parts, or lower prices, we would not 
have the right to complain. This is not the reason, far from it. We 
would be eliminated by the public if we were not competent and 
did not perform our work properly. 

Our jobs, the few we do get from customers who will not be pushed 
around, must be inspected before and after completion before ay- 
ment is made. I would like to present this letter and quote from jt 
for the record. It is from Motors Insurance Corp., General Exe 
Insurance Corp. It was on a form marked “Interorganization Let. 
ters Only.” It was addressed to the Chattanooga, Tenn., branch 
employees and adjusters; from R. O. Steele, Jr., and the subject was 
losses repaired by independent garages, the date of this letter js 
April 3, 1956: 

GMAC has requested that we allow them to inspect all cars involving jp. 
surance claims which are repaired by independent garages. On all future 
claims, please requisition the payment to show GMAC, the insured, and the 
independent repairer. 

Senator Harr. The record will include in full the document just 
read from. 

(The document referred to may be found on p. 576.) 

Mr. Grinpie. We do not object to inspection of our work, but we 
know of many cases where the finance company name is on the check 
for repairs and the finance company have refused to sign the check 
unless the owner makes a payment on his loan. There are times 
also when the repairer’s name is not on the check where the finance 
company has had the insured endorse the check and they have ap. 
plied all or part of it on the insured’s loan. 

The letter got out of the organization and our association in the 
Chattanooga area lodged a protest with the people involved. 

On May 11, 1956, as a result of the protest, Motors Insurance Corp. 
sent out the following letter. I would like to present a copy of it-and 
quote from it. It was addressed to all adjusters; from C. A. Lewis; 
subject, repairs in independent shops in the Chattanooga area: 

Effective immediately, all repair work in independent repair shops in the 
Chattanooga area will be handled on the basis of leaving a 760 card. Also, if 
you have any reservations about the type of repairs the shop turns out, we 
will expect you to reinspect the repair job with the insured to be certain he 
has received a satisfactory repair job before we pay the repairer. It will not 
be necessary for the lien holder to inspect the repair job. You should get in 
touch with your supervisor for further instructions. 

I wonder what the further instructions were? The situation shows 
very little, if any, improvement. I would like to present to this 
committee an official complaint filed with the commissioner of in- 
surance of Tennessee and a followup letter regarding the complaint 
to show the problem still exists. 

Senator Harr. Without objection. 

(The documents referred to may be found on p. 576.) 

Mr. Grinpie. It is not unusual to wait 30 to 90 days or longer 
before receiving payment for our work. This slow payment 13 
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another reason why independents no longer bid on “captive” insur- 
ance cases. You know, after you bump your head on a brick wall 
long enough, even our hard heads begin to hurt. We wonder why the 
dealer can receive his check so promptly, as shown by the letter I 
presented, and we have to wait so long. cf 

Adjusting procedures are also used to prevent us from bidding or 
receiving collision work. If the vehicle owner has a claim and 
indicates he wants an independent shop to repair the vehicle, the 
wording of the adjuster goes something like this: “Mr. Owner: If 

Sod ae < ° . . » . 
vou want your vehicle repaired with the least amount of confusion 
and inconvenience to you, take it to ‘Mr. Dealer’ (the dealer who 
sold it or a dealer handling the same make vehicle). He will repair 
it and send the bill to us. > Bs 

If the owner still wants an independent to repair his vehicle after 

‘ =~ ieee 
this statement he really gets the “business. HR 4 

The adjuster is too busy to make an inspection of the vehicle in a 
prompt manner, The owner 1s requested to obtain estimates, num- 
ber not specified. The estimates obtained by the owner are never 
satisfactory to the adjuster. The owner is requested to obtain some 
more estimates, always with the suggestion that if it is repaired by 
a franchised dealer the owner will save all the running around and 
inconvenience to him. Many times the owner is told by the adjuster 
that if an independent does the repair the insurance company will 
only pay so much (always a much lesser amount than the low bid the 
owner has received). ; 

I have three letters here to point out that this practice exists. 
They are from a repair shop in Canton, Ohio, and from the Youngs- 
town unit of our association in Ohio, I would like to present copies 
of them to the committee and read from them. 

Senator Harr. They will be received. 

(The documents referred to may be found on p. 578.) 

Mr. Grinvie. The first one that I would like to read parts of is 
from Tomic Auto Repair Depot, 522 Dewalt Avenue NW.: 

Mr. Porter brought the car to my place of business, Tomic Auto Repair. Depot, 
§22 Dewalt Avenue NW., for an estimate. My estimate was $424.95—George’s 
Service was $368. With a difference of $56.95 in the estimates Mr. Porter stated 
he would rather have the car fixed at my place of business, and if necessary, 
he would pay the difference. This he also told the insurance company. 

However, the insurance company offered cash settlement of $275 (a big dif- 
ference of $93 in reference to the lowest estimate allowed) and stated they 
would offer no more for buying used parts. In urgent demand of the car and 
wishing no attorney complications, Mr. Porter signed the release and aecepted 
the money. 

I have tried the whole of Stark County and no one had any used front end 
parts for a 1953 Buick Special. No consideration was extended for the much 
time I had spent in trying to locate these used parts from the junk yards. 

Incidentally, there were parts installed that were not figured in the estimate, 
for they were discovered after the job was taken apart. Also, all the replaced 

, I 
parts are new. Presently, the damaged bumper assembly is still on the ear. 

Here is another one from the Independent Garage Owners of 
Ohio, Youngstown unit: 

I am enclosing three photostats, estimates of repair cost. A complaint for 


the State commissioner. 
Here is the story : 


Mr. Edward Kowalewski went to Hoffmann Auto Body Shop for an estimate, 
which is $169.36. Mr. Hoffmann then told him to get another estimate, so he 


| went to Donnell, the Ford dealer and his estimate was $170.55. Then Mr. 
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Kowalewski took the two estimates to the Progressive Mutual Insuranee (y 
2311 South Avenue, phone Riverside 45009. The adjuster, Mr. Burgess, to; 
him it was too much and told him to go to the Boardman Auto Service, Whic, 
he did, and got their estimate of $173.91 back to the adjuster again and M; 
Burgess said all his company would pay was $148.50—you can see the figure 
he put down on the Boardman estimate— 


I do not have a copy of the Boardman estimate here, howeyver— 


he also told him he would have to go someplace on Mahoning Avenye, Mr 
Kowalewski, sore about getting so many estimates, took his car to Hoffmann’; 
Auto Body Shop and told him to repair the car. Please advise if ] should 
have the customer sue this company in the event they don’t pay the $169.36, | 
These estimates are about as close as any I ever have seen and the One the | 
company sent Mr. Kowalewski, too, was the highest, $173.91. | 


A week later, a letter addressed to Mr. Van Kleck: 


Mr. Edwin Kowalewski turned over to Mr. Hoffman the letter and rele 
from your adjuster, Mr. Burgess, and now in my possession, in which he has 
asked a settlement of $148.36 less $50 deductible, or $98.36. This is $21 less 
than Mr. Hoffmann’s bid of $169.36, the lowest of three bids which I hap 
listed below. I talked to you over the phone last week about this claim, and 
in order to settle this Mr. Hoffmann’s check must be $119.36. His bid $1693 
less the $50 deductible. 
Many vehicle owners, fearful of not receiving sufficient money 
cover his repairs, yields to the adjuster. It is not practical for, 
erson to sue an insurance company or anyone else for the amouny 
involved. 
I have here some letters from individuals showing how pressure} 
used to get the vehicle owner to have his repairs done at a franchis:! 
dealer’s. I present the letters. Instead of reading from them, j) 
conserve time—there are five of them; they are all in the same yeiy, 
backing up our claim that undue pressure by the insurance adjustes 
are causing the cars to be returned to the franchieed dealer. 
Senator Harr. The letters will be received and made a part of th 
record at this point. 
(The letters referred to may be found on p. 579.) 
Mr. Grinpie. I don’t think it is necessary to get into them, becau 
all five are the same; however, if the committee would wish, I couli 
read one or two of them, if they so desire. 
I do not have a letter verifying the following statement, but! 
have been assured we can obtain one if necessary. A vehicle owne 
in Cleveland, Ohio, last January had a claim against a captive con- 
pany. The vehicle was at an independent shop pending details of 
getting the repair done. It was 2 weeks before the adjuster showed 
up to inspect the damage. The adjuster entered the shop and in tk 
presence of the shop and vehicle owners these were his words: 
Mr. Owner, your car must be repaired by a franchised dealer, preferably the 
dealer who sold it to you. We cannot permit anyone else to repair it. 
The adjuster stated to the owner the name of the dealer who mut 
do the repairs. The peculiar thing about this Cleveland instance 
this: The franchised dealer involved does not operate a body repair 
shop or department. How could he have done the repair? Why! 
should the adjuster have insisted this dealer perform the repair! 
It is not uncommon for adjusters faced with a claim going to#| 
independent to make degrading remarks about the independent tote 
vehicle owner. Many dealers do not operate a collision service shi) 
or department, they sublet their work to an independent. We kn 
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of many cases where the vehicle owner has been told an independent 
shop was not reliable, then after the job goes to a franchised dealer, 
the vehicle owner later finds this very shop did the repair under sub- 
let from the dealer. . 

I am sure you can understand how statements of the kind I have 
mentioned, or a variance of them, would be received by a vehicle 
owner who must have his vehicle for transportation. 

The independent shops, as a result of this psychological approach 
rarely have a chance to enter bids on repairs for the captive com- 
anies operating in the manner I have described. 
If this psychological approach could be eliminated, or the tactics 
of degrading an independent could be eliminated, there would not be 
the ever-present prospect of complete monopoly in our industry. We 
doubt there is any practical way this can be eliminated; therefore, 
the only course we can follow is one of objection to the cause, “cap- 

tive” finance and insurance companies. : 

Is it the policy of the companies to insist that repair work be per- 
formed by the dealers, or is it just the action of the adjusters’ I 
would like to quote from some of the advertising material used by 
Calvert Fire Insurance Co. : 

What is Calvert’s policy on repairs? It is their policy to have all repairs 
made by the “selling dealer” (when possible) or a dealer handling the same 
make of car so that you may be assured of factory parts and workmanship. 

May I remind this committee that regardless of who does the re- 
pair, the parts come from the same source. I again quote: 

Who handles Calvert’s claims? Calvert Fire Insurance Co. handles the ad- 
justment of almost all of its claims through its own adjusters. Under this 
plan, Calvert is able to give prompt, efficient service and control directly the 
action of its adjusters. 

Senator Harr. That will be received. 

(The material referred to may be found on p. 581.) 

Mr. Grinpiz. I have here another piece of material from Service 
Fire & Service Casualty Insurance Co. 

Mr. McHueu. Who is the Calvert Fire Insurance Co. connected 
with ? 

Mr. Grinpte. I will have to refer back here a moment, sir, to find 
that out. 

Calvert & Commercial Credit Corp., sir. 

[ quote: 


DEAR POLICYHOLDER: In case of a loss or damage to your car * * *wherever 
you are * * * please notify your car dealer or a Universal CIT office. 


Further along in the letter: 


Your policy has an added or plus value in that we arrange, at your direction, 
to have your repairs made by a factory approved automobile dealer (with the 
factory approved dealer words italicized). This insures your getting the best 
parts and workmanship. 

Senator Harr. That will be incorporated in the record. 

(The document referred to may be found on p. 582.) 

_ Mr. Grinoxz. I have been puzzled for years about the following 
incident and can come to only one conclusion, it is just another at- 
tempt to monopolize. 


41063—59——_ 
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Many times a disabled vehicle is towed to an independent shop for 
storage while awaiting repairs. Many times the independent is wij] 
ing to absorb the towing and storage charges if he gets the job. , 
he should be willing to absorb them, I do not know. But then that 
is the individual’s prerogative. ; 

(At this point in the proceedings, Senator Kefauver entered the 
hearing room.) 

Mr. Grinpie. This makes no difference to the insurance adjuster 
I know of case after case where there has been a towing and storag 
charge and the adjuster was willing to pay this charge to the inde. 
pendent and send the job to the franchised dealer, although the eg. 
mate of the dealer may have only been a dollar or so under that of 
the independent shop. This practice most certainly adds to the cog 
of claims settlement because of this uncontrolled urge by the adjuster 
to see the franchised dealer gets the repair job. 

Why do the adjusters follow this course for the favored dealer? 

As you know, the vehicle dealer receives a rebate on the finane 
and insurance charges from the “captive” companies. 

And I would like to explain the use of the word “rebate.” Pep. 
haps that may not be the proper terminology, but it is my under. 
standing that the dealers receive a difference between what they have 
to pay for the money and what they receive in finance charges from 
the customer, so it may not be what you would call a refund to the 
dealer. It may be the difference between the two charges. The 
dealer doesn’t want to lose this rebate. The insurance and finanee 
companies don’t want to lose the volume of business from the dealer, 
This vicious circle has been going on for a long time; it’s going tobe 
a difficult job to correct. 

Vehicle manufacturers who are not now in the finance and insur 
ance field for themselves see this business of their competitors being 
kept in their tight family. The manufacturers who are not in this 
business see their dealers trying to set up an insurance business of 
their own. In Ohio, a piece of legislation now pending, if passed, 


~ 


would permit dealers to sell insurance. Could it be the manufac: | 


turers who do not have their own companies fear their dealers arm 
going to make profits that they themselves would be able to make 
under captive conditions? I can see their thoughts, “Let’s sew it all 
up, let’s eliminate the independent, then we can make a profit, not 
only on the vehicle when we sell it, but on the insurance and finanee 
business, and a profit on the repair.” 

The companies involved in these projects can afford to spend thov- 
sands of dollars to maintain or enter this monopolistic practice. The 
best. we can do is to make known to this committee how a segment of 


the industry and the public is being hurt by these practices and how | 


much worse it will be if others enter this field. 

Don’t get me wrong, I am not calling all adjusting practices or 
insurance companies black sheep. Our relations with almost all com 
panies except the captive companies are good. We have an occasional 
problem with the others, but it is usually solved without too mueh 
difficulty. If there were no captive companies we could take ou 
chance in the marketplace. With this captive condition, it 8 
impossible. 
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There are many deceptive or misleading acts conducted by some of 
the manufacturers that help to monopolize the industry and lessen 
, tition. 
con 056 a manufacturer brought out a new finish for his vehicle. 
He installed a tag on the vehicle that was very misleading. I would 
like to quote from this tag: 

Notice—Important—Exterior finish: Body, hood, and fenders of this car 
are painted with a new gloss finish of improved durability. This paint is 
incompatible with lacquers and synthetic enamels presently in common use. 
Consult an authorized Chevrolet dealer for special technical information should 
repairs or service be required. 

Senator Harr. That will be incorporated in the record. 

(The document referred to may be found on p. 583.) 

Mr. Grinvte. The misleading part is in the last sentence. The 
source of supply of paint is the same for the franchised dealer and 
the independent. We have this information available the same as the 
dealer. Why scare the public with a statement that only the dealer 
has this information and knows how to service his product ¢ 

As a result of this tag and other practices our customers still ask 
us if we know about these new nidhwe: We would be out of busi- 
ness if we didn’t. Why could not just the first two sentences have 
been used? That would have been fair competition and would have 
been sufficient to do the job of passing on information. 

If I am not mistaken there was a recent statement made to this 
committee or to the press that if the vehicle manufacturers were not 
permitted to enter the finance and insurance field it would cost the 

ublic more for such items. I think it would have been more true 
if they had said it the other way around. 

Open competition in the field, I am sure, would hold finance 
charges to a favorable amount for the public. If the finance com- 
panies got out of line with their charges they could be regulated by 
legislation. I do not believe Government regulation would be needed 
in open competition. Iam sure it will be needed if the captive con- 
dition continues and others enter this field. 

It follows that if property damage settlement claims were lower, 
insurance rates could be lower. I might say here that on most large 
repair jobs of a serious nature the prices for parts is usually about 
two-thirds of the total of the job, because vehicles are made today 
that have parts that are impractical to repair. Think just a minute 
about the 95 percent figure I quoted a bit ago. This 95 percent of 
repair work now performed for the so-called captive companies is 
done without a competitive bid or performed under a courtesy bid. 

A courtesy bid is one where a shop deliberately bids over another 
shop’s estimate so they can expect the same courtesy at a later date. 

Many time this 95 percent amount I have talked about is bid on by 
dealers who do not have a body shop; they sublet to an independent. 
I am sure these dealers do not just trade dollars on these jobs. I 
know for a fact some independents do almost no other work except on 
a sublet basis from dealers. The independent makes his profit; I am 
sure the dealer adds a profit; this extra markup is excess cost. to the 
Insurance companies. This is part of the cause that adds to the high 
cost of the insurance we have today. 
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I would say as a guess, without research, that 40 percent or mor 
of the total work performed today in the collision service industry jg 
performed under the captive conditions I have described. 

If more companies enter this field under captive conditions it could 
well develop that 95 percent of all repairs could be performed withoy 
legitimate bids. 

Only if repairs are performed under open competition to all will the 
public ever receive a break on insurance rates. 


Mr. Drxon. Mr. Grindle, at that point, would you mind telling yg, | 


when you use the word “captive,” are you speaking of the situation 
with General Motors and GMAC ? 

Mr. Grinpte. What I am trying to show here, sir, is because of the 
captive condition of GMAC and GEIC, these other companies haye 
also joined a — in a similar nature, and it is creating a problem 
that may not be apparent to everyone concerned. 

But GMAC and GEIC have this same procedure that I am de. 
scribing in here in relation to these other companies that I did name. 

Mr. Drxon. So you are using the word “captive” more broadly thay 
referring only to GMAC and General Motors. 

Mr. Grinpie. Yes, naturally I am, sir; actually Iam. 

Mr. Drxon. Thank you. 

Mr. Grinpie. Must 90,000 small business people employing 300,000 
persons be eliminated because of the selfishness of larger and powerful 
interests? Can the public receive better treatment, lower prices, bet- 


ter parts or better work under the conditions I have described? Iam | 


positive they cannot. 

I am sure this committee has received hundreds of letters on this 
subject. I am sure their stated views are the same: Let’s have open 
honest, fair competition, not captive monopolistic competition as it is 
now with the vehicle manufacturers who do have captive or working 
agreements with insurance companies. 

Do the captive companies now in the field really have a hold on ou 
segment of the industry because of the fear of reprisal or is it just 
imagination ? 

Let me tell you of an experience that happened just this month. 

Our association was planning a membership drive meeting in a city 
where we havea unit. One of our members who operates a specialty 
shop was going to have this meeting at his shop. This shop serves 
both independents and franchised dealers with glass service. He was 
in a position to invite independent shopowners to the meeting because 
they were his customers; he knew them personally in many cases. Two 
weeks before this meeting he called us and here is what he said, “I 
just received the ‘word’ that I better not hold this meeting at my shop. 
My business from certain insurance companies will fall off to nothing 
if I do.” 

He did offer to pay for a meeting room for us if that would help, 
just so no one knew about it. He had also promised to pass out in- 
vitation cards for us regarding the meeting. He said he couldn't do 
that either, but he would quietly pass out an invitation to the meet 
ing to the independents he knew, who would not tell anyone he had 
invited them. 

Gentlemen, do we operate under a “tribute” system? Must we bow 
to someone because they are “big” or does the little man in this cour 
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try have a right to his ee Especially when it’s for the best in- 

} he consumer, you had me. 
Tt oaophonal here amine for a selfish piece of legislation that would 
not be good for our country, the public, and our industry, we should 
not be given much consideration. We are here to try to restore open 
competition in the automobile collision service industry. We are will- 
ing to take our chances in the marketplace under free and open com- 

tition. We most certainly cannot continue unless the “captive” con- 
dition now in our field and that proposed by others is eliminated. — 

Why do we continue in business if these are the things we face? 
Frankly, I don’t know why. I think many stay in business because 
they feel that something will be done by someone to correct these prac- 
tices. These proceedings here may be the beginning of that correc- 
tion. We most earnestly hope so. 

For the benefit of the public and for the benefit of our independent 
segment of the industry, we urge this committee to give favorable con- 
sideration to 8. 839. , 

I want to thank you for listening and apologize for taking up so 

much of your time in presenting the problems of our industry. If 
you have any questions, I will do my best to answer them. 
” Senator Kerauver. We appreciate your coming here and present- 
ing your statement. I was quite interested in the part of your state- 
ment on page 18 in which you point out that where the franchised 
dealer will get the repair job, he will often let it out to an independ- 
ent. Is that done widely ? 

Mr. Grinpte. Well, sir, I don’t know how to use the word “widely” 
in that relationship, but let me say this: that there are many dealers 
in the United States who do not operate a body shop or operate it 
intermittently. Yet they bid on repair work and sublet it to inde- 
pendents. There are many, —e shops doing that. 

Sometimes a dealer will not be able to find employees, so he will 
sublet his work temporarily to an independent shop. Then as soon as 
he can find employees, perhaps he will open and operate for a little 
while. It is a good percentage of the market that could be done that 


way. 

A Keravver. In other words, that just adds to the cost and 
adds to the insurance rate. 

Mr. Grinniz. Definitely. I believe so. 

Senator Kerauver. Has the number of independent garage owners 
been increasing or decreasing in recent years? 

Mr. Grinpiz. The number of shops perhaps has been fairly stable 
in the last 10 years. The percentage of work, however, that we are 
getting has been gradually decreasing. 

. castor Keravver. Due to the conditions that you have set out 
ere? 

Mr. Grinpiz. That has a very great bearing on it; yes sir. 

Senator Krrauver. Senator Hart, do you have any questions of 
Mr. Grindle? 

Senator Harr. It may have been included in your opening remarks, 
Mr. Grindle, I don’t recall. How long have you been in the business 
as an independent repair shop ? 

Mr. Grinvie. I have 1014 years in it myself, sir. 
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Senator Harr. Has this practice of direction or control about 
which you complain been true throughout this period ? 

Mr. Grinpie. Yes. However, with the addition that it hag beep 
getting progressively worse. Some of the other companies who are 
operating independently seek the tight control that GMAC-GRI¢C 
has and are tending to do the same thing to encourage dealers to f. 
nance and insure with their program instead of the GMAC-GRI¢ 
setup. It has added more fuel and fire or combustion material to the 
fire. 

Senator Harr. Thank you. 

Senator Keravver. Mr. Dixon. 

Mr. Drxon. Mr. Grindle, I have a great deal of sympathy for yoy 
and the practices that you have described, but I think this comment 
should be made. Because you used the word “captive” so broadly 
if this bill were to be passed and GMAC were to spin off, it is my 
belief that the practices you complain of would violate many of the 
provisions of the present antitrust laws. If such things are going 
on in the industry today, they certainly should be investigated. They 
certainly should be prosecuted if they are in fact true. I know you 
have made complaints to this committee. I know they have beep 
referred to the Department of Justice. Have you received any at- 
tention ? 

Mr. Grinpte. No, sir; not as yet. 

Mr. Dixon. Are they investigating it, sir? 


Mr. Grrnpize. That I would not be able to answer. The national | 


office would probably have that information but I would not have it, 

Mr. Dixon. I will encourage you, sir, to keep on pressing your 
charges, because if these conditions do exist, this is deplorable, I 
think it is unfair. I think it is monopolistic. 

Mr. Grrnpie. Thank you, sir. 

Senator Kerauver. Mr. Grindle, on the lines of Mr. Dixon’s state- 
ment, it is your feeling—it certainly would be mine—that if GMAC 
were spun off, then there would not be pressure and “captive” work- 
ing arrangements between GMAC-GEIC and GM dealers. They 
would be free to choose independents. 

Mr. Grinpie. That is our thinking, sir. Our thinking is also that 
if additional manufacturers are permitted to go into this thing, it is 
going to be just that much worse. It is going to eliminate us that 
much further. 

By opening that competition up, we would have a little better 
chance of getting in. I might add that maybe sometime in the futur 
if General Motors is spun off on this thing, there might be some 


additional complaints of the independents getting into the field of | 


a monopolistic practice. I mean that is possible. 

I would not like to see it happen, but it could develop because some 
of these things that I have described here, in my mind, is a monopolis- 
tic practice, and in some cases the independent companies have 
started to operate along the same lines as GEIC does, and that cer- 
tainly would have to be stopped then also. 

Senator Krrauver. Mr. McHugh? 

Mr. McHuen. Mr. Grindle, besides the one example you gam Us, 
have you or do you think any of your other members have had exper 
ence where the insurance adjuster is pressuring to have the busines 


| 
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Dut done by a General Motors dealer where he doesn’t actually have a body 
repair shop? Isthat a common practice? 

en Mr. Grinpte. Yes. It is a common practice in the industry where 

ame a body shop—I know of at least three cases, for example, right in the 

IC city of Toledo, my hometown, where the dealers do not have body 

fi. shops. And yet they bid on these and the customers are referred to 

IC these shops for estimates. 

the Mr. McHvuen. You mean he actually has no body repair shop at all ? 
| Mr.Grinpte. No. 3 
Mr. McHveu. This isn’t a case where some part of the repair job 

isn’t done? 

you Mr. Grinviz. No. I am not talking about what we call the spe- 

ent cialty, maybe the frame or glass repair. I am talking about it com- 

lly, pletely. No body shop operation whatsoever and the independent 

my shop actually winds up doing the repair, but under sublease or sublet 

the from the dealer. 

ing Mr. McHvuen. Under those circumstances, does the franchised 

hey dealer perform any service for the customer ? 

you Mr. Grinpie. None except making out the bill and making out the 

een estimate. 

at- Senator Krrauver. You mean under those circumstances the 


GMAC adjuster refers the repair work to the dealer who has no 
facilities to do it ? ’ ; 
Mr. Grinpie. That is correct, sir, many times. 


mal | Mr. McHveu. That is all, Senator. 
> it, Senator Kerauver. Mr. Peck? 
our Mr. Peck. Thank you, Mr. Chairman. 
I Mr. Grindle, along the same line that Mr. Dixon brought up, do we 


understand correctly that your complaint is actually addressed to the 
tie-in between the finance companies and the insurance companies? 


ate- Mr. Grinpie. The insurance section relating to the collision service 

AC part with GEIC, which is the General Motors insurance part of this 

ork. program. 

hey Mr. Peck. In addition to any General Motors operation, is it from 
the tie-in between financing companies and their affiliated insurance 

that companies that your complaint arises? 

it is Mr. Grinpie. Well, if I understand the question correctly, my state- 


that ment is this, sir, that because of the practice of the GMAC-GEIC 
set up, that other independent companies are attempting to force this 
tter work back to the franchised dealer, the same as the GMAC-GEIC 





ture setup does. 
ome Mr. Peck. But they all do? 
1 of Mr. Grinpie. And that in turn creates our elimination from busi- 
ness. 
ome Mr. Peck. Regardless, perhaps, of the reason for their doing it 
olis- they doit. Isthat correct ? i 
nave | Mr. Grinpie. Yes, sir. 
cer | Mr. Peck. And then your complaint really is that financing com- 
panies have tie-ins, so to speak, with insurance companies, and 
Mr. Grinpie. Yes. 
, US, Mr. Peck. And in order to get insurance payments, the automobile 
veri: owner must go to a selected or a chosen repair shop. 
ness | 





ons 
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Well, sir, if your complaint actually is addressed toward the tigiy 
between financing companies and insurance companies, I am Somewhat 
confused by your statement on page 19, where you refer to vehicle 
manufacturers who have captive agreements with insurance ¢om. 
panies. You perhaps mean financing companies rather than vehicle 
manufacturers ? 
Mr. Grinpie. Well, perhaps that should have been the correct term 
Mr. Peck. Would you accept that? I mean that general interpre. 
tation ? 
Mr. Grinpie. Yes. 
Mr. Peck. I am not asking you—— 
Mr. Grinnie. No. I think perhaps 
Mr. Peck. I am trying to clarify the record. 
Mr. Grinpie. That is perhaps what should have been said there, 
using that 
Mr. Pecx. Then, sir, over on page 20, at the top, your second pam. 
graph reads: “If we were here asking for a selfish piece of legislation,” 
Actually, this legislation refers to the holding of a financing company 
by a manufacturer of automobiles. If your complaint is addreggeq 
toward the tiein of finance companies with insurance companies, do 
you actually mean to support this particular legislation ? 
Mr. Grinpie. I am opposed 
Mr. Dixon. Your question is misleading, Mr. Peck. S. 839, which 
Mr. Grindle is addressing himself to, includes finance and insuranee, 
Mr. Peck. Does it? Yes. 
Mr. Grinpte. That is right. 
Mr. Peck. But it is specifically the insurance. 
Mr. Grinpie. It is the insurance. 
Mr. Peck. Not the finance. 
Mr. Grinpie. Not the finance. We have no interest whatsoever 
with the finance, other than the tiein between the two. 
Mr. Peck. It isthe insurance item exclusively. 
Mr. Grinnie. Yes. . 
Senator Kerauver. I think you said you were interested in finance, 
insofar as the tiein is concerned. 
Mr. Grinote. Insofar as the tiein. The tiein between the finance 
and insurance. 
Mr. Peck. Thank you, Mr. Chairman. 
Senator Kerauver. Thank you very much. Judge Arnold? 
Mr. THurMAN ArRNoxpD. I was asked yesterday to produce a mem 
orandum on the constitutionality of S. 838 and S. 839. I want to 
leave with the committee a memorandum written by Fowler Hamilton, 
of the firm of Cleary, Gottlieb, Friendly, & Hamilton, which was 
sent to me. This is the memorandum on constitutionality to which 
I was referring yesterday. 

Senator Kerauver. Thank you very much. It will be received and 
made a part of the record. Weare very glad to have it. 
Mr. Cassat is the next witness. Mr. David B. Cassat is the pres: 
dent of the Interstate Finance Corp., Dubuque, Iowa. Mr. Cassat, 
along with Mr. Jones, also represents the American Finance Confer: 
ence. 
We are glad to have you with us, Mr. Cassat. We know that you 
have had long experience in the finance business, that you are know | 
as an enlightened, honest leader in that business. We have had many 














mat 
M 


are 

M 
muc 
tee, 
mer 


Ss’ 


M 
Int 
you 
the 


pan 
Jem 


this 
dol 
ren 


all 


bill 

Vy 
you 
cus 
ind 
den 
it 1 


as 
can 


THI 


ate 
low 


oe peel 








AUTO FINANCING LEGISLATION 387 


recommendations of your views and of your knowledge of this subject 


tiej “pga: ; 

ian matter. I know you can discuss it with much benefit to us. 

hicle Mr. Cassat. Thank you very much, Mr. Chairman. I think you 
om are very generous. | oe ay .. 
hicle My statement this afternoon is brief. I see no point in belaboring 


much of the evidence that has already been submitted to your commit- 
erm tee, and so I will just try to touch a few bases that I think need to be 
; mentioned, and sum it up a little bit in this brief statement. 


pre. 
STATEMENT OF DAVID B. CASSAT, PRESIDENT, INTERSTATE 
FINANCE CORP., DUBUQUE, IOWA 
Mr. Cassat. My name is David B. Cassat. I am president of the 
ere Interstate Finance Corp., Dubuque, Iowa. I am appearing before 
you today as the chairman of the Special Activities Committee of 
ara. the American Finance Conference. _ 
on.” This is a national trade association of automobile finance com- 
any panies formed in 1933 principally to combat the monopolistic prob- 
ssed lems of this industry. It is the only national trade association in 
, do this field. At present, we have 303 members operating 1,289 offices, 
doing business in 48 States and employing 22,700 individuals in 
rendering service to our customers. 
hich During 1958, the total wholesale and retail volume of business of 
ce, all of our members amounted to more than $4,500 million. 


Total capital funds employed by our members in 1958 exceeded $1 
billion and total funds employed exceeded $2,500 million. 

We wish first of all to extend to this committee our thanks, for 
you have provided us with a forum where our problems can be dis- 
cussed ; where public opinion can be influenced ; where the facts of this 

ever industry can be disseminated to the people. One of our great Presi- 
dents said no nation can long remain half free and half slave. Either 
it must become all one or all the other. We are an industry, Mr. 
Chairman, that could well be described as half free competitive 
nee, American enterprise and half monopoly. We have been engaged in 
a struggle for 23 years testing whether competition in this industry 
ance can all be made free. 


THE DIVORCEMENT OF AUTOMOBILE FINANCING FROM FACTORY OWNERSHIP 
AND DOMINATION WILL BENEFIT THE CONSUMER 


as We favor the passage of the proposed legislation embodied in Sen- 
iton ate bills 838 and 839 because it will benefit the consumer for the fol- 


— lowing reasons: 
hich (1) Freed of its connection with General Motors, GMAC will 
enlarge its operation to include all automobile dealers and bring 


a its benefits, if any, to the entire marketplace. 
(2) The cost of financing the purchase of a motorcar at retail 

a | will inevitably go down. 

ae (3) It will restore liberty to all segments of financing auto- 

Ys mobiles and bring to this industry a free competition truly repre- 

sentative of our American enterprise system. 
ms Let us discuss these three favorable factors for the consumer. 
on | (1) When the legislation was first introduced, it was rumored that 


uo ! GMAC might discontinue business and that this would knock a $3 bil- 














388 AUTO FINANCING LEGISLATION 


lion hole in our national economy which would give our recoy 
from the 1958 recession a bad setback. 

This rumor was quickly replaced by one that GMAC was about 
to offer its services to all automobile dealers without divorcement 
Both of these wild rumors can safely be considered to be fables 
Calm consideration would indicate that if there were an economic 
purpose and need for this great installment credit financing instity. 
tion before this action, there would be just as great a purpose and 
need for it after the legislation is effected. We can envision benefits 
to the purchasers of cars other than those made by General Motors 
because surely the services of GMAC would be made available to 
them. The second group that would be vastly affected would be the 
automobile dealers of other makes of cars that would have this gery. 
ice offered to them. And the third group, although much smaller, 
would be the independent finance companies and other agencies who 
could then, as freely, solicit and secure the business of GM dealers as 
any other. 


ery 


THE PRICE OF FINANCING WILL GO DOWN 


(2) Let me remind you that in 1938 when CIT was divorced from 
its affiliation with Ford Motor Co. and the contract affiliation between 
Chrysler Motor Co. and Commercial Credit Trust was terminated 
by the consent decrees with the Government, the cost of financing 
to the consumer was higher than it is today. These are two great 
financial giants. They have continued to grow in size and service 
to all of the market, not to one make of car only. There has been 
a vigorous and free competition for the financing of Ford and 
Chrysler products, entered into more lately by many of the banks 
of the country than was ever possible during the factory affiliations, 
It is a classic example of the old saying that competition is the life 
and increase of trade. 

May I remind you also that in the last 15 years other than finance 
companies have entered this business. I refer to the banks and the 
credit unions principally. Figures from the Federal Reserve Board 
show that at the end of 1957, 55 percent of the automobile install- 
ment credit extended in that year had been handled by these nevw- 
comers. Is there anyone on this committee so gullible as to believe 
Mr. Yntema when he states that the price will go up, when 55 per- 
cent of the market is already in the hands of competitive forces not 
subject to this legislation in any way and who are competing furiously 
to increase their business. Mr. Yntema says their prices are often 
as low as or lower than GMAC. How do you think you can raise 
prices under such competitive conditions ? 

You have heard testimony from bankers during these hearings 
that they have experienced the same unnatural and monopolistic im- 
pediments in securing business from General Motors dealers as have 
the finance companies. 


IT WILL RESTORE LIBERTY TO ALL SEGMENTS OF THE AUTO FINANCING 
INDUSTRY 


(3) Mr. Chairman, I never had the privilege of studying law. 
However, for 23 years I have associated myself with many attorneys 
in efforts to free this financing industry from factory domination 
and particularly the GM—GMAC monopoly of financing. 
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One of my attorney friends has called to my attention sentences 
from a majority opinion written by Mr. Justice Black in the case 
of the Northern Pacific Company v. United States, decided by the 
Supreme Court in March 1958. Let me quote these sentences : 

The Sherman Act was designed to be a comprehensive charter of economic 
liberty aimed at preserving free and unfettered competition as the rule of trade. 
It rests on the premise that the unrestrained interaction of competitive forces 
will yield the best allocation of our economic resources, the lowest prices, the 
highest quality and the greatest material progress, while at the same time pro- 
viding an environment conducive to the preservation of our democratic political 
and social institutions. 

These are not merely the objectives of antitrust laws. 

This is a statement of the great basic and essential purposes of the 
American form of Government and public policy. 

The statement of Justice Black is particularly applicable to the 
testimony of Mr. Yntema. Mr. Yntema’s theme is that monopoly, 
or the domination of the business by GMAC, produces efficiency and 
the lowest prices; and that, therefore, the affiliation of GM or GMAC 
should be preserved, and a similar association of Ford and a finance 
company will produce similar conditions for the trade in Ford 
cars. . aie 

To approve and permit the association of GM and GMAC to con- 
tinue, and a similar association to occur for Ford, however, will be to 
barter the eocnomic, political, and social policy of freedom in this coun- 
try for the alleged efficiency of the Ford and GM finance companies; 
an efficiency which will result in no benefit at all to the public, to deal- 
ers, or purchasers of automobiles, but merely in adding enormous 
money profits and monopolistic power to already fabulously rich cor- 
porations. Therefore, if Mr. Yntema is right, the public policy of the 
antitrust laws and the virtue of free competitive enterprise in America 
is wrong and an illusion. 

It should be perfectly obvious that the real reason for Ford going 
into the finance business, if it does, is not because of any benefit to the 

ublic or the removal of the alleged competitive disadvantages favor- 
ing GM, but to secure for Ford the same illegal competive advantages 
and the very high profits demonstrated by the GM—GMAC combina- 
tion in all of its ramifications. 

This result would certainly be of no benefit to the consumer. 


THE PROFITS OF INTERSTATE FINANCE CORP. 


In reading the testimony of Mr. Yntema, recorded on page 525 of 
the hearings held on February 27, 1959, I came across some unfamiliar 
figures in regard to my company. Going back carefully into the text 
of his testimony, I found (p. 524) : 

This is the percentage of profits to net worth after taxes. 


Then he repeated the profits of a number of companies including 
mine, and here is what he said about ours: 

Interstate Finance Corp. of Iowa, 1953, 12.7 percent; 1954, 11.5 percent; 1955, 
14.8 percent ; 1956, 13.6 percent ; 1957, 16.9 percent ; 1958, 14.3 percent. 

I could not remember making such profits in those years. I went 


home and examined our audits and questioned our auditors about the 
profits for those years. 
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I wish to place in the record a letter from our auditing firm, Bay. 
mann, Finney & Co., of Chicago, showing the ratio of the net incon, 
for the year to the average of net worth at the beginning and eng 
of year. 

A copy of this letter is attached as exhibit A and, if we may turn ty 
that for a moment, you will find reproduced here a letter from Bay. 
mann, Finney & Co., independent accountants and auditors, showing 
our actual profits for 5 years. 

(The document referred to follows :) 


SXHIBIT A 


BAUMANN, FINNEY & Co,, 
Chicago, Ill., April 8, 1959. 
Mr. Davin B. CASsSAT, 
Interstate Finance Corp., 
Dubuque, Iowa. 

DEAR Mr. Cassat: For each of the years 1954 through 1958, the ratio of the 
net income for the year to the average of net worth at the beginning and eng 
of the year, as shown in our certified reports of audit of Interstate Finance Corp. 
and subsidiaries, is as follows: 


Fiscal year ended Nov. 30: aun 
A ree tnd iihe ete te dialtone kak -~--------------------.. 9. 37 
Tipit ane— cee eqewineniqwnennst anon centmms omens onpere mabe 11. 10 
a Ste eta inept ween - + eee 10. 59 
A ail Bik Sentlha sxcndcsiptabntiermaricae to emnmrtdate enon aipinn tnce:teemitonseee tas tata stibata 12.8 
RUD sakes Sid et i os dpe ~---------------------------------+ +--+. 10.4 


Yours very truly, 
H. P. Baumann, 

Mr. Cassar. I made the mistake of not asking for six. I thought 
he only covered 5 years in his testimony. But if you will compare 
this with the figures in Mr. Yntema’s testimony, you will see quitea 
variation. 

I do not know if all of the figures used by Mr. Yntema in his testi- 
mony are correct, but I do wish the privilege of correcting the record 
in this regard and by the written statement of our independent certi- 
fied public accountants. 

Senator Kerauver. Mr. Cassat, there is quite a difference in the 
figures of your auditors and the ones Mr. Yntema gave. 

Mr. Cassar. I am not sure that he had the right information. Tam 
almost sure he didn’t have our audit, because he couldn’t possibly 
have arrived at those figures. And we have just got to accept it asa 
mistake. 

Senator Harr. It is my impression, though the record is far from 
fresh, that Mr. Yntema said that any figures he presented were based 


on public records. I am not stating that that was his position. It | 


is my impression that that was his position. You read the testimony 
more recently. 

Mr. Cassar. Yes. I checked it carefully last night again. 

Senator Harr. You do not recall that having been said ? 

Mr. Cassat. How is that? 

Senator Harr. Do you recall anything that would either confirmot 
dispute my impression of Mr. Yntema’s testimony ? 


Mr. Cassar. At first I thought he used some figure rather than net | 
worth, but the phrase there is “net worth,” and this net worth isa 
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well-defined term in accounting practice and our auditors have used 
it here. In fact im 2 

Senator Harr. Pardon me for interrupting. The record will speak 
Re aeatt I just want to get the correct figures for Interstate 
in the record here. I don’t want anything but the exact figures. _ 

Senator Kerauver. In 1954 Mr. Yntema has 11.5. Your auditor 
says 9.37. . a ee 

Mr. Cassar. That is right. Put his figures down here beside the 
auditor’s : 1954 was 11.5; 1955 was 14.8; 1956, 13.6. 

Senator Kerauver. And your auditor says 10.59. 

Mr. Cassar. That is right. In 1957 he showed 16.9. The auditors 
show 12.33. And in 1958 he shows 14.3, and the auditors show 10.94. 

Senator Kerauver. Have you ever published any figures such as 
Mr. Yntema credited you with ¢ 

Mr. Cassat. No, I never have, sir. 

Senator Kerauver. Are you the president of the company ? 

Mr. Cassat. Yes, sir, I am the president and the general manager, 
and I have been the general manager for 34 years. 

Senator Kerauver. I hope we can get some explanation from Mr. 
Yntema because of this difference in figures. I think it is important 
to read, in response to Senator Hart’s statement, just what Mr. 
Yntema did say: 

Mr. Drxon. What are the sources of your information? 

Mr. YNTEMA. These are published reports. I will not be pressed for the 
source of this because it will embarrass the executive vice president of cue of 
the companies. I will tell you in confidence exactly what was said with vefer- 
ence to this matter. I don’t want to quote the gentleman because I don’t want 
to embarrass him. 

Senator Hart. We have other witnesses who are similarly situated and we 
received theirs. 

Mr. YNTEMA. This gentleman said to me, I have laid awake nights trying to 
find out what is wrong with this business. I can’t find anything wrong about 
it. It is a profitmaking business. He said, I will make more money in this 
business than I ever dreamt I would make. He said, everybody who has been 
in it for 20 years has made at least $1 million. Most of them have made a lot 
more. 

And so forth. 

So I think we ought to try to find out from Mr. Yntema where he 
gets his information because it is apparently not correct in your case. 

Mr. Cassar. It is not correct in my case. I have no idea about the 
other figures and I merely wanted the record completely correct. 

Senator Harr. I am sure Mr. Yntema would like the record to 
remain open, Mr. Chairman, in order that he could straighten this* 
out. 

Mr. Cassat. Yes. I think that should be done. 

Senator Kzrauver. Mr. Markley, the Washington representatives 
of the Ford Motor Co., is here, so perhaps he will communicate with 
Mr. Yntema. 

Mr. McHvueu. Mr. Cassat, would Mr. Yntema have any basis, do 
you think, of calculating your net worth on any different basis than 
you arrived at it? 

Mr. Cassar. I think he would have to answer that question. 

Senator Kerauver. Mr. McHugh, do you mean percentage of 
earnings ? 
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Mr. McHvueu. No, your net worth. Mr. Cassat 


profit as a percentage of net worth. 





» you reflect your 


I am just wondering if, in deter. 


mining your capitalization, Mr. Yntema maybe wasn’t using the Same 
information as you rely on. 

Mr. Cassar. That would be one explanation. However, net worth 
is a generally well-defined term in accounting practice and procedure, 
If he had used anything but net. worth, I would have thought he 
would have explained it instead of using the term “net. worth” on 


page 524 of that testimony on February 27. 


I thought that was the 


mistake, and I went back to the testimony, but he uses the phrage 
“net worth” and net worth is capital plus surplus upon which oy 
figures have always been based, and they are shown in our audits 
every year, and they are averaged—the beginning and the end of the 
year are averaged to arrive at this annual figure. 

Senator Keravuver. Perhaps we will have some explanation from 


Mr. Yntema. 


I certainly hope so. 


Mr. Cassat. May I resume? 
Senator Keravuver. Yes, sir. 


THE REACTION OF DEALERS TO THE PROPOSED LEGISLATION 


Mr. Cassat. On February 21, the president of General Motor 
Corp. sent a two-page communication to all distributors and dealers, 
A copy of this letter 1s attached, exhibit B. 

Now, gentlemen, if you will turn to the copy of this letter which 
is attached to this statement, you will find an appeal to General 
Motors dealers to oppose this legislation. In the interest of brevity, 
I shall read only two short paragraphs, paragraph 3 and paragraph 


5 of page 2. 


Senator Keravuver. All the exhibits will be printed fully in the 


record. 


Mr. Cassar. Yes, sir. 
Mr. Fiurry. Senator, these letters are already in the record. 
Senator Kerauver. I am advised that the letter is already in the 
record, but so we can have it in reference to Mr. Cassat’s testimony, we 
will print it again at this point. 
(The letter referred to follows:) 


ExutsiT B 


GENERAL 
Detroit, Mich., 


To General Motors Distributors and Dealers: 


As you probably know, on February 2, 1959, Senate bill 838 and Senate bill 
839 were introduced in the U.S. Senate by Senator O’Mahoney and Senator | 
Kefauver respectively. 

The purpose of S. 838 is set forth in the first paragraph as follows: 

“To fortify the antitrust policy of the United States against concentration of 
economic power and the use or abuse of that power to the detriment of the 
national economy by preventing manufacturers of motor vehicles from financilg 
the sales of their products.” 

The purpose of S. 839 is stated as follows: : 

“To supplement the Sherman Act and the Federal Trade Commission At | 


by prohibiting 


automobile manufacturers from engaging 


Morors Corp., 
February 21, 1959. 


| 


in the businesses of | 


financing and insuring automobiles purchased by consumers, and for othe | 


purposes.” 


The parties who may be expected to be affected by such legislation, if it | 
should be enacted, certainly include automobile dealers, particularly in the aret ) 
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ur of wholesale and retail financing of motor vehicles both new and used. Costs, 
profits, and prices, at both the wholesale and retail level and competition in 
’ 


mi those fields may very well be affected. The extent of such an effect can be 
ne evaluated by automobile dealers on the basis of their past experience in their 
ealerships. : : ? - 2 Oy 
th : Such an evaluation, of course, will determine the interest of the individual 
automobile dealer which may vary as among individual dealers. Some dealers 
re, . ir own capital to finance wholesale and retail transactions. Others use 
use their own ca] ‘ ’ C I 
he aciliti banks or of finance companies which operate in certain areas 
the facilities 0 $ é cer aoe 
On of the country or nationally. Some dealers make use of the facilities of Gen- 
he eral Motors Acceptance Corp. 
In view of the foregoing, General Motors dealers should be interested in the 
Se i proposed bills, copies of which are enclosed for their consideration. 
ur | The interest of each individual dealer will be the basis for his evaluation 
its and opinion of the proposed legislation. If the interest is sufficiently important 
he to the dealer, he should give consideration to communicating his views to his 


Senators and Representative in Congress. 
Such an expression of opinion could very well cover also the effect of the 
m proposed legislation on the retail customer. However, we are not suggesting 
that it include any reference to the effect of the proposed legislation on auto- 
mobile manufacturers. General Motors Corp. will file a statement with respect 
to the proposed legislation on or before February 26, 1959, with the Subcom- 
mittee on Antitrust and Monopoly, Committee on the Judiciary, U.S. Senate. 
We understand that hearings on the proposed legislation will be conducted by 
the subcommittee in Washington, commencing Tuesday, February 24 and con- 
cluding Friday, February 27, 1959. 


rs So that there will be no misunderstanding as to the purpose of this letter, 
rs. we respectfully request that dealers refrain from communicating their views to 
us. 
Sincerely yours, : 
ch | Joun F. Gorpon, President. 
4 . 

ral | Mr. Cassat. Thank you very much. 
ty, I wish to call your attention to the last sentence of this letter of 
ph February 21, which I thought was significant: 

So that there will be no misunderstanding as to the purpose of this letter, 
he we respectfully request that dealers refrain from communicating their views 

to us. 


Senator Krrauver. What do you think that means? 

Mr. Cassar. I was at a loss to understand it unless they wanted to 
he dissociate the General Motors Corp. from the letters that the dealers 
we would send in here completely. I don’t know. 

Senator Kerauver. That is a letter from General Motors Corp. to 

its distributors and dealers. It is about these bills, S. 838 and S. 839 
It says: 


So that there will be no misunderstanding as to the purpose of this letter 


we respectfully request that dealers refrain from communicating their views 
. to us. 
bill I expect, antitrust angles have something to do with that, don’t 
tot you think ? 

Mr. Cassar. It might have had. 
7 Senator Harr. I am not endeavoring to anticipate the president 
the of General Motors, but it is conceivable, among many interpretations, 
ng they might feel that there are congressional sources which would 
view as wrong any request or suggestion by the dealer back to the 

company. 
Act ‘ as 4 
a Mr. Cassar. That is right. 
bet Senator Harr. Maybe there have been some suggestions that there 


. is intimidation implied in addressing a letter to the dealer that would 
i suggest that if the dealer then responded to the request, somebody 
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down here would jump onthem. That is going to the other extreme, 
isn’t it? 

Mr. Cassar. That is right. 

Senator Keravuver. It might be implied that the company doesnt 
want the dealer to send any communications to it, but if the dealer 
wants to send communications to other people, he can send them to 
Senator Hart and to other Members of the Congress. 

Mr. Cassar. Mr. Chairman, a week later, on February 28, the 
president of General Motors Corp. sent another letter to all distrib. 
utors and dealers and with it he sent a copy of the statement that 
was filed with your committee by General Motors Corp. This letter 
became quite urgent in regard to the need for more letters from 
dealers to your subcommittee opposing this legislation. 

And a copy of this legislation is attached as exhibit C. 

(The document referred to follows :) 


ExHIBITt C 
GENERAL Morors Corp,, 
Detroit, Mich., February 28, 1959. 
To General Motors Distributors and Dealers: 


In my letter to you of February 21, 1959, with which there were enclosed 
copies of Senate bills 838 and 839, I stated that “General Motors Corp. will file 
a statement with respect to the proposed legislation.” 

Attached hereto is a copy of that statement which was filed on February 2%, 
1959, with the Senate Subcommittee on Antitrust and Monopoly. It outlines 
General Motors’ position in opposition to this proposed legislation. In this 
connection it discusses very thoroughly facts which are relevant to the proposed 
legislation. 

We suggest that when reading this statement you give careful consideration 
to the first 5 pages which set forth a summary of General Motors’ position and 
the position of GMAC in the automobile installment credit industry, as well as 
pages 23 through 29 which set forth the market position of GMAC. In this 
section, reference is made to exhibit “C” which we also particularly call to your 
attention. 

The chairman of the subcommittee stated at the hearing this week that they 
had received 472 telegrams and letters in favor and 4 against the legislation. 
If the reading of our statement creates any desire to register your reaction 
to this proposed legislation, we suggest that you communicate not only with 
the U.S. Senators and the Congressmen who represent you as mentioned in my 
letter of February 21, 1959, but also the Subcommittee on Antitrust and Mo- 
nopoly of the Committee on the Judiciary, U.S. Senate, Washington, D.C. 

We understand that scheduled hearings on the proposed legislation were com- 
pleted February 27, 1959, and that the record will be kept open for 10 days, to 
receive and record additional statements and telegrams. 

If any statements or telegrams are to be sent to the subcommittee, they 
should be forwarded immediately, so that they will be received and recorded 
on or before March 9. 

Sincerely yours, 
JOHN F. Gorpon, President. 


Mr. Cassar. I would like to read the last three paragraphs of this 
letter. 


The chairman of the subcommittee stated at the hearing this week that they 
had received 472 telegrams and letters in favor and 4 against the legislation 
If the reading of our statement creates any desire to register your reaction to 
this proposed legislation, we suggest that you communicate not only with the 
U.S. Senators and the Congressmen who represent you as mentioned in my 
letter of February 21, 1959, but also the Subcommittee on Antitrust and Mo 
nopoly of the Committee on the Judiciary, U.S. Senate, Washington, D.C. 

We understand the scheduled hearings on the proposed legislation were com- 
pleted February 27, 1959, and that the record will be kept open for 10 days to 
receive and record additional statements and telegrams. 
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If any statements or telegrams are to be sent to the subcommittee, they 
should be forwarded immediately so they will be received and recorded on or 


pefore March 9. 
Senator Kerauver. Mr. Dixon, what has been the reaction to that 
g 
ian Dixon. The subcommittee has received a considerable number 
of letters from General Motors Corp. dealers, I would say principally 
from the Chevrolet division. I have not made an actual count, sir, 
but as an estimate, I would say several hundred. 

While you are talking about that, sir, the record was left open to 
receive all these communications. We have received many communi- 
cations. So many that I would suggest that rather than carrying 
out your earlier instruction to print them all, the staff might be di- 
rected to make an actual count of them and submit a memorandum 
for the record saying we received so many letters from so many auto- 
mobile dealers for the bill, so many against the bill, and so many from 
the public and so many from the finance companies for the bill, SO 
many against the bill. Otherwise, we will have several volumes of 
hearings with nothing but letters in them. ! 

I would also suggest that, sir, because we have received a consider- 
able number of letters from automobile dealers in favor of the bill, 
I think that in fairness to them it might be better not to publish them. 

Senator Kerauver. That is something that the subcommittee will 
decide. 

Mr. Cassar. That is a very good reason. I am sure that your com- 
mittee received a great number of letters and telegrams from these 
General Motors dealers and I am sure that if you and I had been 
General Motors dealers for a number of years we might have re- 
sponded to such an appeal. But the effect of such a response on your 
committee must be one that is tempered with experience. You have 
had all kinds of demonstrations in favor of and opposed to various 
bills pending in the Congress during your experience. 

You know how to discriminate between honest applause and the 
artificiality of the claque. The breadth of your wisdom and your 
experience is brought to bear on all of these problems here in the way 
you analyze and give proper weight to all such demonstrations. 

Senator Harr. May I interrupt, Mr. Chairman ? 

Senator Kerauver. Yes. 

Senator Harr. I don’t know what value is served by further dis- 
cussion of this, but how would you describe a letter to me from an 
employee of an independent auto finance company? Would you put 
= > the category of honest applause or the artificiality of the 
claque 

Mr. Cassart. I’d put it in the claque. 

Senator Harr. f here is nothing evil about that though? 

Mr. Cassar. No. 

_ Senator Harr. You are not implying that any of the exhibits are 
mmproper, are you / 

r. Cassar. Not at all. I believe they ought to be in the record 
for what they are worth, and that all these letters should be consid- 
ered for what they are worth, and that you gentlemen are probably 
very good judges of their value. 

nator Keravuver. All right, sir. 


41063—59—__26 
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Mr. Cassar. On April 7, a syndicated columnist published jn , 
substantial number of newspapers, including the Des Moines Registey 
an article entitled “Complaint From Small Finance.” This colym: 
nist stated the case fairly for the independent finance companies, the 
banks, the independent casualty insurance agents, and the opinion of 
the man who does not like monopoly. I want to quote the last para. 
graph: 

Granted this may make for efficiency, if that’s all that counts, but it ign 
all that counts with me. My trouble is I’ve read too many history books aboyt 
this land of free competition, and the deadly nature of cartels and monopolies 
I’ll take a little less efficiency and a little more oxygen. 

(The document referred to may be found on p. 589.) 

Mr. Cassar. In the April issue of Consumer Reports, this impartia] 
organization hands your committee one of the highest compliments 
in a 4-page article starting on page 206. This magazine describes 
the splendid work of this subcommittee. It gives you credit for the 
fact that the U.S. Department of Justice has called for a grand jury 
investigation. 

This article carefully and objectively analyzes your report of last 
year entitled “Study of Administered Prices in the Automobile Ip. 
dustry.” I would like to quote two brief paragraphs and to hand you 
Mr Chairman, a copy of this publication for the record : 

Senator Kerauver. We will be glad to see anything that says 
something nice about the committee. 

Mr. Cassar. If you haven’t seen this, you will enjoy it. 

Senator Keravuver. All right, will you proceed, Mr. Cassat? 

Mr. Cassart. I read this quotation from the end of the first page of 
that article: 


The fear that public welfare is theatened by any concentration of vast eco- 
nomic power in a few hands is soundly rooted in experience. The badress 
of bigness, however, is ultimately determined by how the power is used. And 
this key question breaks down into a number of questions: Is the concentra- 
tion growing worse? Does technology require such concentration of production 
control? Is there price competition among the few companies? Is the industry 
efficient—does it produce the best possible product at the lowest possible price? 
Is the industry responsive to public need and demand? Are suppliers to the 
industry able to bargain fairly? Do auto dealers have the opportunity to exer- 
cise some control over their own businesses? 

This article proceeds to answer these questions in a way that is not 
at all helpful to GM—GMAC and their policies. I am sure you will 
find the entire analysis to be exactly what I have called it, a fine 
compliment to the work of this committee, to its integrity, to its intel- 
lecual honesty and to the tenacity you have exhibited to secure the 
desired results in the face of the tremendous power arrayed against 
you. 

Senator Keravver. This article is only four pages long. We will 
have it printed in the appendix of the record. 

(The article referred to may be found on p. 584.) 

Mr. Cassat. In addition to the two fables mentioned earlier, there 
have been other smoke screens thrown up to becloud the issue. The 
fable that increased prices will result from free competition; the 
fable that a factory-owned finance company’s rates are low; the fable 
that funds will not be available for the free and ready financing of 


the products of the automobile industry, and the fable that size means 
efficiency. 
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I am sure that the witnesses who have fabricated this last fable 
might be interested In an observation made before this committee 
in 1955 by Mr. Alfred Sloan to the contrary. Mr. Sloan is an ex- 
tremely able and erudite executive well known to all of you as the 
head of General Motors Corp. for many years. Certainly Mr. Yntema 
should be interested in this observation, for all through his testimony 
he attempted to create the fable that a factory-owned finance cor- 
poration is per se a guarantee of efficiency. On December 2, 1955, 
while testifying before your committee as shown on page 3542 of your 
report of your hearings in 1955, Mr. Alfred Sloan is quoted as saying: 

If your question is centered around the question of efficiency relative to size, 
if that is in the back of your mind, let me say that efficiency and size have noth- 
ing to do with one another. 

The many capable witnesses who have appeared before you dur- 
ing these hearings have very ably refuted and laid to rest these var- 
jous fables. The issue which remains is clear and simple. Is the 
future of America safer in the hands of monopolistic combinations 
with administered prices and cartel-like limitations on production, or 
shall we continue to follow the philosophies of our Founding 
Fathers ? 

Senator Kerauver. Thank you very much for your carefully pre- 
pared statement. Let’s take these questions that you have raised. 
While they have been discussed out of your experience, I wish you 
would give your answers to them. The first is that increased prices 
would result from GMAC’s spin off. What is your feeling about 
that? 

Mr. Cassat. I believe that prices will go down in financing. 

Senator Kerauver. Why? 

Mr. Cassat. Because they went down when the other companies 
were divorced from their factory affiliation and free competition en- 
tered the marketplace. Also because 55 percent of the volume is 
presently being handled by banks and other financing institutions, 
which admittedly by every witness, I believe, before this committee, 
are financing that business at rates as low as or lower than GMAC. 

Senator Krerauver. It is your well-considered judgment that if one 
of these bills were passed, from the viewpoint of the purchaser of 
the automobile and the interest rate the dealer has to pay on his 
floor plan financing, the cost would go down ? 

Mr. Cassar. Yes, sir. I believe that also because I do not believe 
that this financing industry has achieved maturity. Manifestly I 
am not quite fair when I compare today’s rates with those in 1938 
at the time of the consent decrees, because we are far more mature 
now than we were then, and rates have tended to go down in this 
industry for all of the 34 years that I have been in business. 

Senator Kerauver. On the second fable that a factory-owned fi- 
nance company’s rates are low, do you think that is true? 

Mr. Cassar. I believe they charge the same rates as everybody else. 
If I am not questioned for the name, date and place I will tell you 
that last week we closed a deal for a substantial alec business, and 
because there are some of my competitors in the room, I do not wish 
to name him. In this transaction we not only met General Motors’ 
rate, we shaded it just a little bit in order to get the business, and 
when I said that their rates are not low, I meant to the consumer 
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too, because their rate charts as put in this record yesterday show 
that they charge the consumer the rate that the dealer sells that 
consumer, and in general it is just about the same as all the other 
financing institutions. 

You have to be competitive in this market to get the business, 

Senator Kerauver. I believe it has been said that rates will oe. 
casionally go as high as 9 percent when that is allowed ¢ 

Mr. Cassat. I believe that was put in the record yesterday. 

Senator Keravuver. To allow dealers to go as high as 9 percent? 

Mr. Cassar. Yes. 

Senator Kerauver. The third fable that you refer to is the fable 
that funds will not be available for the free and ready financing of 
the products of the automobile industry. 

Mr. Cassat. Bankers who have testified before your committee 
have said that there are available funds in this market. 

I would like to say too that Monday afternoon this week I called 
at the Federal Reserve Board here in Washington to discuss this very 
point with Vice Chairman Balderson. 

Mr. Balderson had been called out of the office a few minutes before 
I arrived, to see Mr. Martin who is ill, as you know, and Mr. Noyes 
and Mr. Shea were waiting to visit with us. 

In response to this very question of the availability of funds, they 
were emphatic that there are adequate funds in the foreseeable 
future for all needs of industry of all kinds. 

Senator Kerauver. Mr. Cassat, in talking with some General 
Motors dealers, one fear expressed by some of them was that, while 
admittedly at the present time banks or other finance companies will 
give as good a rate to finance their wholesale floor plan, they also say, 
“They will give us a good rate for the retailing of automobiles, but 
if times got a little rough and the banks tightened up on their credit, 
we fear that that might not be the case.” 

You have undoubtedly heard that, too. 

Mr. Cassat. Yes, I have, sir, and I am afraid that I differ very 
directly with that opinion. I wish that I felt that all of this good 
business that is going to the banks would come back to the finance 
companies some day. 

I used to say to dealers, and perhaps the finance companies plant 
this thought in the dealer’s mind, I used to say to dealers: “Perhaps 
someday you will wish you had a finance company connection instead 
of that bank.” 

But the banks have tasted this business too well and found it too 
satisfactory and too lush for them, and I do not believe, with our 
present safeguards of FDIC and all of the machinery we have now- 
adays to avoid money panics and things of that kind, I do not believe 
that a dealer who is deserving of credit will ever be found hunting 
for it in the foreseeable future in this country. 

Now let me say that I went through the depression of 1929 to 1932 
in this business, as general manager of this company, and we had 
some memorable experiences. We were borrowing money then from 
11 banks and 7 of them closed. And at the end of 1932 we didn’t owe 
a penny to any bank, and it wasn’t our fault, because our credit was 
all right. We paid all our debts off. But there wasn’t bank credit 
available. 
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If you can foresee a time like that, you will find everybody short 
of credit. But I do not see any such possibility in the future. We 
have too many safeguards today. 

And this business has matured. In those days many banks felt 
that this auto financing was beneath their notice. They felt it was 
wrong, and they felt it was risky. I wish they felt it was more risky 
today. Wemight get more of that good business. 

Senator Kerauver. Senator Hart, do you have any questions? 

Senator Harr. You made the remark that yesterday you shaded a 
price; was it to get a GM dealer’s business? Did I understand that? 

Mr. Cassat. No, sir; this one wasn’t, but he was a good dealer with 
big volume and a popular make of car. 

Senator Harr. If you were at a hearing on Senate bill 11, I would 
inquire whether other dealers are similarly situated. 

Senator Kerauver. Were you in competition with GMAC in this? 

Mr. Cassat. No, sir. This is not a as Motors dealer. You 
can offer a General Motors dealer this kind of a deal or one even 
lower and still not get the business, you know. 

Senator Kerauver. What has been your experience about getting 
their business ? 

Mr. Cassat. Well, we have all kinds of artificial and intangible im- 

ediments in getting GM business. I think I put in the record in 

ebruary the small amount of new-car business we get from General 
Motors dealers compared to their registration of new cars in our terri- 
tory, and that spoke for itself. 

Senator Kerauver. Mr. Dixon? 

Mr. Dixon. The CIT Corp. certainly is far larger than your cor- 
poration ¢ 

Mr. Cassar. Many, many times. 

Mr. Dixon. Mr. Lundell testified today that there was a $30 to $60 
refund to dealers, because of the operation and relationship of General 
Motors to GMAC, that his company could not meet. 

If divorceement by GM of GMAC came about by the passage of one 
of these bills, do you feel that that $30 to $60 additional discount given 
to dealers by GMAC would be continued ? 

Mr. Cassar. I think that General Motors could increase their busi- 
ness very substantially, and that usually means lower costs. 

Senator Kerauver. You mean GMAC? 

Mr. Cassat. Right, by financing other dealers. I think that their 
cost of acquisition would go up very materially because today their 
ownership by General Motors is what gets them the business. There 
is no question about that. It is like saying the sun is shining. It is 
true. It isa fact. It is as Robert Jackson said when he was the As- 
sistant Attorney General in charge of the Antitrust Division when we 
first went to him with this mess in this industry. 

“Why,” he said, “ownership is per se coercive.” I will never forget 
him saying that tome. And that is the way they get the business. 

My acquisition costs are 30 percent of my entire income, and theirs 
nas nothing. 

Mr. Dixon. Because their costs would go up, do you think then that 
of necessity that it would cause a leveling of the competitive impact 
in this business ? 

Mr. Cassar. I believe it: will. 
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Mr. Dixon. Do you think that if this happened, you would be able 
to meet any terms or conditions or services that GMAC could offer to 
any dealer ? 

Mr. Cassar. Yes, I do. 

Mr. Dixon. Do you think that would be true for the banks and the 
other finance companies ¢ 

Mr. Cassar. There are many of us now offering services that they 
don’t give at all, and because we have to get another half or a quarter 
of a percent on the rate, they call us high raters. 

Mr. Drxon. That is all. 

Senator Kerauver. Mr. McHugh? 

Mr. McHvueu. Just one question. 

Mr. Cassat, how do you feel or how does your association fee] about 
this question of whether the automobile manufacturers should be 
kept out of wholesale financing as well as retail financing ? 

Mr. Cassar. Our committee has arrived at no conclusion on this 
matter. This was being discussed this noon. ‘There are those who 
fee] that the wholesale financing should be legislated against along 
with the retail. There are others who feel that if the factory wants to 
ship those cars on a 30-day, 60-day, or 90-day billing, certainly they 
are within their rights to do that. 

And I am rather inclined to agree with that. But there you would 
break down the age-old principle of the automobile manufacturing 
business, cash on the barrelhead when the car leaves the assembly line, 

It is paid for by somebody right now. Those drafts against our 
company for our dealers are deposited in our bank accounts the day 
the car leaves the assembly line for the shipping yard. 

Whether the factory would finance them on a dating or not, that 
would have to be entirely up to them. But I think there might bea 
distinction between their ability to finance them on an open account 
basis or a dating basis rather than to own a finance company for that 
purpose. I am just talking off the top of my hat now about something 
that our conference has not taken a position on. 

Mr. McHven. That is all. 

Senator Keravuver. Mr. Peck? 

Mr. Pecx. No, Mr. Chairman; I think the record is fairly full. We 
can now try to resolve what appear to be conflicting statements and 
seek to make as much sense of them as possible without adding more to 
the record. 

Thank you very much, sir. 

Senator Keravuver. Thank you very much, Mr. Cassat. 

Mr. Cassat. Thank you, sir. Thank you all. 

Senator Kerauver. Senator Earl M. Utterback of Indiana. Sen- 
ator Utterback, from Kokomo, Ind., is a member of the Senate of the 
State of Indiana. Senator Utterback is well known to the chairman 
of this committee and favorably known and highly respected as a very 
able member of the Senate of Indiana and a good citizen. 

I will put into the record the manner in which Senator Utterback 
came to be invited to testify here. Senator Utterback has introduced 
a bill in the State Senate in Indiana relative to automobile financing, 
and was instrumental in having a study made by the Indiana Depart 
ment of Financial Institutions of automobile financing practices 
So when Senator Utterback heard about the investigation of this com- 
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mittee, he was good enough to write his Senator, Senator Vance 
Hartke, a letter setting out some interesting information. senator 
Hartke referred the letter to us and suggested that we invite Senator 
Utterback to come here and testify, which we did. 

Do you have any objection to printing in the record your letter to 
Senator Hartke? 

Mr. Urrersack. No, sir; no objection. 

Senator Kerauver. That will be printed in the record, as well as 
our letter of invitation to you. 

(The documents referred to may be found on p. 590.) 

Senator Kerauver. All right, Senator Utterback. 


STATEMENT OF HON. EARL M. UTTERBACK, STATE SENATOR, 
KOKOMO, IND. 


Mr. Urrersack. Mr. Chairman and members of the committee, my 
name is Earl M. Utterback and my residence is Kokomo, Ind. 

I am presently employed as a social science teacher in the high 
school at Kokomo. I am an elected member of the State Senate of 
Indiana now serving my second term. I was formerly a member of 
the house serving for a period of 6 years. At the opening of the 
Yist session of the Indiana Legislature I was approached by members 
of the Department of Finance Institutions of Indiana and conferred 
with them for the purpose of discussing the possibility of introduc- 
ing legislation to correct abuses in connection with time sales of auto- 
mobiles. 

I should state that this agency of Indiana State government has 
supervision of automobile financing companies, consumer credit com- 
panies, building and loan companies, State banks and all licensees 
financing the time sales of automobiles, including finance companies 
and banks, both State and National. 

I received during the general assembly session a lot of information 
on which I made a study of problems involved. I reached, after 
careful examination of the situation, the conclusion that legislation 
was necessary to correct the abuses involved in the financing of time 
sales of automobiles. 

I therefore introduced in the Indiana State Senate senate bill 419, 
which would have required disclosure to the retail buyer of any rebates 
of finance and insurance charges in installment sales contracts which 
the sales finance company paid to the dealer originating the sales 
contract. 

The bill which I introduced into the Indiana Legislature would 
have required sales finance companies to notify the retail purchaser of 
any finance charge or insurance charge rebated to the dealer originat- 
ing the sales finance contracts in excess of an amount fixed by the 
department. 

I felt that requiring this would lower participating allowances to 
a realistic and reasonable amount and restore competitive conditions 
to the market for the sales finance paper. 

Mr. Chairman, I, along with the other members of the senate, are 
vitally interested in the protection of the consuming public and was 
able to pass this bill through the senate by a vote of 4 to 1. 
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Thereafter the bill was appropriately referred to the banking com. 
mittee of the house of representatives. Unfortunately the bill neyey 
saw the light of day in the house. By coincidence the chairman of 
that committee was, as I understand it, a General Motors dealer, 

I, along with my friends in the general assembly, used every hop. 
orable means in attempting to get action on this bill from the chaip. 
man of the banking committee, but to no avail. Mr. Chairman anq 
members of the committee—— 

Senator Krerauver. No one could testify before the committee? }; 
could not even get out of the banking committee of the house? 

Mr. Urrersack. That’s right, sir. In other words, it was sufficient. 
ly early that in an ordinary case we could have gotten a bill out. But 
of course as you so well know in legislative procedure, the chairman 
has considerable power on what bills are considered by the committes 
and which ones are not. 

Does that answer your question, sir? 

Senator Keravuver. It never came up for a vote? 

Mr. Urrersack. That’s right, it never was presented to the commit. 
tee for consideration by the chairman. 

Mr. Chairman, I am so vitally concerned with respect to this prob- 
lem that when the next session of the assembly arrives, I shall again 
introduce legislation of this type. Because of my experience in the 
Senate I became interested in your bills 838 and 839 separating 
GMAC from GM. 


relative to the independent legislation. I appreciate this oppor. 
tunity to express my views on this legislation contained in Senate bills 
838 and 839. 
I saw many newspaper and magazine releases on this bill and was 
surprised at the statement that higher charges to time buyers would 
result if GMAC were separated. I was surprised that everyone 
seemed to think that GMAC assured low rates to time buyers. The 
facts coming to my attention did not support any such contention. 
The practice of permitting unlimited and unregulated participa- 
tion allowances is definitely not in the public’s interest. 
The rebate is an additional expense to the installment. buyer be 
cause it must be included in the total finance charge and must result 
in a higher finance charge. This also tends to restrict, if not elim- 
inate, competition. 

The larger sales finance companies are usually in a position to of- 
fer higher participation allowances to dealers than the smaller sales 
finance companies. 


will pay them the greatest amount for their paper. 

Competition for sales finance paper, therefore, is on a strict high- 
bid basis and the finance charge or rate is given little consideration 
by the dealer who originates the contracts. The small operator car- 
not afford to compete in this type of market and will ultimately be 


complete control of the market for sales finance paper. 
High rates are not accounted for by the difference between the 
charges of GMAC and other companies but by the packing of thes 


condition. 
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I wrote to you, Mr. Chairman, informing you of my information | 


Dealers are inclined to direct their business to the company whieh 


squeezed out of business: The large finance companies will then have | 


charges. All companies permitted it because it was a competitive | 
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No company seemed able to avoid it including GMAC. That is 
whv I introduced the legislation to minimize packing through ex- 
Mi aa say here, Mr. Chairman, that the department of financial 
institutions gave us so much evidence of this practice and the prac- 
tice of particularly young buyers of automobiles who would go into 
the salesroom and their big problem was “How will I finance it, 
and of course that was taken are of by the dealer immediately, and 
it was convenient, particularly in certain salesrooms, for many to 
decide to finance it from certain companies. bein 

The Indiana Department of Financial Institutions referred to 
previously in this testimony brought proof, and members testified 
that the legislation for Indiana proposed in Senate bill 419 was 
definitely in the public interest. F 

Members of the department stated that, by disclosing to the pur- 
chaser the excessive rebate charges, a healthy condition of com- 
petitive enterprise would prevail. ' . 

The Indiana State Banking Committee was assured that by disclo- 
sure of the amount of participating allowances the public would know 
and would seek the finance agency and the dealer which rendered the 
best service at the lowest rates. 

The senators by passing senate bill 419 by a large majority went on 
record that the retail purchaser had a right to know exactly how much 
of the so-called finance charges were true finance charges and how 
much was paid back to the dealer. 

With the increased marketing pressures in the automobile business 
it was brought to light in Indiana that dealers were demanding in- 
creasingly greater participation in the finance charge and the major 
finance companies to a degree were able to use their superior borrow- 
ing powers to meet these demands. 

The situation in my opinion is reaching the point where the role of 
the marketplace is not one of equity, but what will the traffic bear. 

As was brought out in the Senate hearings some companies, includ- 
ing GMAC, have facilitated this activity by providing their dealers 
with variable rate charts, as 6, 6% percent charts, 7% percent charts, 
et cetera. 

I believe you have in the record some of those charts. 

Senator Kerauver. Yes, we do have. 

Mr. Urrerpack. Yes. And the dealer uses whichever one he thinks 
he can get by with, and the difference goes to him. 

I should like at this point to introduce a car invoice No. 18779, which 
represents the sale of a new car to Charles T. King, Jr., of Muncie, 
Ind., by the Hedges Pontiac, Inc. of Indianapolis, Ind. 

The car is a new 1958 Pontiac Bonneville convertible, and the in- 
voice discloses that its total cash price, including optional equipment 
was $5,600.07. 

The downpayment on the car consists of a trade-in of a Ford con- 
vertible which, after paying an unpaid balance on it, amounted to 
91,659.97, leaving a cash unpaid balance of $3,947.03. 

This new Pontiac was financed by Hedges Pontiac through General 
Motors Acceptance Corp. 

There was no automobile insurance included in the transaction be- 
cause the previous insurance on the Ford was to be transferred to the 
new car. 
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The cost of financing the $3,947.03 cash balance amounted to $943.57 
or almost 25 percent of the unpaid balance. The monthly installments 
were $135.85 and the contract ran for 36 months. 

The charge per $100 for financing this new car was $8 per $100 per 
year. No insurance of any kind was included in this amount. Yoy 
will recognize that this is a very high charge. 

I should add that $8 per $100 when paid on a declining balance jg 
just about double or almost 16 percent simple interest. You under. 
stand, that this contract is paid out in monthly installments. I haye 
examples of other deals that are typical transactions. They are al] 
GMAC deals. 

Senator Keravver. In this deal, how much did the dealer get by 
way of kickback ? 

Mr. Urrepsrack. I believe the rebate or whatever you want to call it 
was $280.51. 

Senator Keravver. Of course, the boy who bought the car thought 
it was all going to the finance company ? : 

Mr. Urrersack. That’s right. 

Now, Mr. Chairman and members of the committee, based on the 
finding in my State and included in my testimony, there is an extreme 
likelihood of monopolistic practices where the manufacturer and the 
financing agency are one and the same combination. I think certainly 
the customers would benefit from the legislation proposed in Senate 
bills 838 and 839. 

If GMAC was separated and made an independent then GM deal- 
ers could offer the plans of many finance companies and the banks to 
their customers. This is the kind of competition that should exist. 

Mr. Chairman, I have taken a lot of your time in talking about 
some of our findings in our investigations in Indiana. I am interested 
in eliminating the kind of packs we found to exist. You may be 
wondering why I am down here before a Federal legislative body in 
support of antimonopolistic legislation. 

[ feel strongly that if GMAC were to be divorced from GM and 
would have to stand on its own competitive feet, it would tend to 
eliminate the confusion that was mentioned by one of the witnesses 
yesterday and would tend to minimize the opportunity to pack their 
charges. 

Mr. Chairman, I feel your committee is on the right road to more 
economic freedom in America. 

Thank you. 

Senator Keravuver. Senator Utterback, we appreciate the fact that 
you have taken time out and gone to the trouble to come down here. 

Of course you are interested in this problem and interested in pre- 
serving economic competition. You are interested in protecting the 
purchasers of automobiles. I take it from your testimony that you 
feel that with General Motors and GMAC tied together, this encour- 
ages these “pack” operations, encourages dealers to sell ostensibly at 
a lower price, to give a larger trade-in, and then without the pur- 
chaser knowing it, he receives back $200 or $280 from GMAC? 

Mr. Urrerrack. Yes, sir. 

Senator Kreravuver. And that helps them with their sale of auto- 
mobiles. 

Mr. Urrerpack. I want it understood, Mr. Chairman, I don’t pose 
as any expert on financing. I certainly am not. But I think I do 
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know human nature and I know these facts that were brought out in 
Indiana, and certainly I think it would be healthy and that competi- 
tion would be promoted. Le 

I have gotten a lot of good education here in listening to a couple 
of days’ hearings of the committee which I appreciate. 

I sincerely believe it would be in the public interest. _ 

Senator Kerauver. Senator Hart, do you have any questions? 

Senator Harr. No questions, Mr. Chairman, but I did under en- 
tirely different circumstances visit with Senator Utterback in Kokomo 
a couple of summers ago, and I am not surprised that he felt an ob- 
ligation to appear here on this matter. His reputation in his com- 
munity is such that this is the kind of performance that his own com- 
munity has come to expect of him. et 

Mr. Urrernack. I would like to say, and this is personal. To- 
morrow I have a conference over in the NEA Building in which they 
are interested in teacher participation in politics. They wonder how 
it can be done effectively. 

So I am going over there tomorrow and it was a coincidence that I 
could appear here before your Subcommittee on Antitrust and Mo- 
nopoly. are: / ; 

I appreciate this opportunity it very much. It is an important 
problem in Government here and of course those of us in the social 
science field are considerably interested in your findings. 

Senator Harr. I hope the witness realizes I was trying to protect 
him in describing the time and circumstances under which we met. 

Mr. Urrersack. Yes, sir. 

Senator Kerauver. Mr. Dixon? 

Mr. Drxon. No questions. 

Senator Kerauver. Mr. Peck? 

Mr. Peck. Senator Utterback, the rebate from the finance company 
to the dealer, to which you have been referring, is to be found with 
companies other than GMAC, is it not ? 

Mr. Urrersack. Right, sir. That testimony was brought before 
our committee. 

Mr. Peck. And this rebate is to be found with al] kinds of com- 
panies now doing retail financing of automobiles? 

Mr. Urrersack. Yes. 

Mr. Peck. Large and small; here, there, and everywhere? 

Mr. Urrersack. It is not illegal in our State, but my bill would 
have exposed or disclosed to the purchaser cases where they thought 
it was an exorbitant rebate. 

Mr. Peck. But your extensive study, presumably conducted within 
the State of Indiana, indicates that the practice of rebate does exist 
with most if not all finance companies? 

Mr. Urrernack. Yes. 

Senator Kerauver. Senator Utterback, does your study indicate 
that rebates exist to a larger extent with GMAC and GM than it does 
with other companies? 

Mr. Urrersack. I would like to explain it this way. The most fla- 
grant cases presented to us were GMAC contracts. Now I can’t di- 
vulge this but I have no doubt they have many other instances in their 
files of other high rebates, but these were typical examples of the high 
ones, the high rebate charges, 
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Senator Keravver. The most flagrant cases were GMAC? 

Mr. Urrersack. That is right. 

Senator Keravver. All right, sir, thank you. 

Mr. Allan E. Backman is our next witness. 

Mr. Ken Wilson, president of the National Better Business Buregy 
of New York, was to testify but he could not be here. Mr. Backgnay 
is here to testify in his place for the National Better Business Buregy 
is that correct, sir ?¢ 

Mr. Backman. Yes, sir. 

Senator Keravuver. What is your position with the bureau? 


STATEMENT OF ALLAN E. BACKMAN, EXECUTIVE VICE PRESIDENT, 
NATIONAL BETTER BUSINESS BUREAU, NEW YORK, N.Y, 


Mr. Backman. I am the executive vice president of the National 
Better Business Bureau. 

Senator Kerauver. What is the National Better Business Bureay! 

Mr. Backman. The National Better Business Bureau is an organ. 
ization which business established in 1912 to protect itself and the 
public from advertising and selling practices which are fraudulent or 
deceptive or unfair or otherwise objectionable. 

Basically the purpose of the bureau is to build confidence in bugi- 
ness, and to do this we direct our activities along two main channels, 
One, to discourage and eliminate from the buyer-seller relationships 
those things which cause legitimate complaints against business, 

Secondly, we strive to insure maximum satisfaction for the consumer 
by encouraging accurate representation of goods and securities and 
services, whatever they may be. 

Senator Kerauver. Your funds are paid by companies who are 
interested in the objectives of the bureau ? 

Mr. Backman. That is correct. Our support comes from the men- 
bership subscriptions of business firms. 

Senator Kerauver. And you operate all over the United States? 

Mr. Backman. There are 108 local Better Business Bureaus in the 
United States and Canada in addition to the National Better Business 
Bureau. Each of the bureaus is autonomous separately financed and 
separately directed but they all do cooperate in the public interest, 

Senator Kerauver. Will you tell us now about any matter that you 
are interested in in connection with this legislation ? 

Mr. Backman. Well, I think I should start out by saying, sir, that 
we are probably in an unusual position appearing here in that we are 
not taking a position for or against these bills. 

As I understand them, they are concerned with matters involving 
monopoly and antitrust which I don’t think come strictly within the 
scope of our activities. 

In fact I was a little puzzled as to exactly why we were scheduled 
to appear here. We do, in connection with our activities, encounter 
a great many practices in the auto sales finance field, and I know that 
there has been some discussion here of costs as they affect the con- 
sumer. 

We have encountered a number of practices on the part of some 
companies which certainly have added to the cost of consumer 
financing. 
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I am not sure that this kind of information is germane to your 
inquiry, but I would certainly be very glad to tell you what informa- 
tion we have and answer any questions that you wish to ask. 

Senator Harr. Mr. Chairman, perhaps I can clarify this. One of 
my primary concerns in deciding on the several bills before us is the 
effect it would have on the buyer at retail of an automobile. My ge- 
ography would indicate that that would be my principal concern. 
Over the years I have come to regard the Better Business Bureau as 
an agency qualified to pass judgment on certain aspects of that ques- 
tion. It was with that in mind that I thought 1 would appreciate, 
and perhaps others on the committee would like to know, what specific 
experiences the Better Business Bureau has had with existing auto 
finance facilities, what impressions they have developed over the years 
‘n connection with them. ‘That was the reason. 

Senator Kerauver. That’s right, and at your suggestion Mr. Wilson 
was invited to come down and give us his views. 

In line with Senator Hart’s suggestion, do you want to tell us of 
any experience you have had with auto finance companies and their 
practices ; , 

Mr. Backman. Yes, and contrary to some of the testimony that I 
have heard today, our experience with GMAC has been quite favor- 
able. We have been aware of the practice of packing automobile 
finance contracts with hidden charges for a great many years. 

We have been actively opposed to that practice. A number of 
States have adopted legislation requiring disclosures, and setting 
maximum rates in certain cases, permissible rates that can be charged, 
which have had the support of the Better Business Bureaus. 

And we have received, the bureaus over the country have received, a 
great many complaints involving the practice of packing. 

But we have not received them against GMAC as any general rule. 
T would not say there has never been one or anything like that. But 
by and large our knowledge of how GMAC conducts its business 
insofar as financing is concerned has been favorable. 

A couple of years ago we had occasion to investigate a practice in 
the auto finance field involving the sale of collision insurance where 
auto buyers were mis¢classified on a wholesale scale, and as a result 
paid substantially more than they should have for their insurance 
on time payment contracts. 

All usurance companies were not involved in this practice by any 
means, .°r were all finance companies. 

It largely revolved around insurance companies with finance com- 
pany affiliates. As simply as I can explain it, the practice was this: 
Most States have laws which provide for the setting of rates on col- 
lision insurance, and classifications of owners are established, the 
most common being class 1 and class 2. 

Class 1 owners are those who have no drivers in the family under 
the age of 25, and the people in class 2 do have drivers in the family 
under the age of 25. 

Now the collision insurar~e rates that insurance companies charge 
are substantially higher for the class 2 owners than they are for the 
class 1 owners, and we found that in connection with automobiles 
sold on time where the insurance became part of the finance charge 
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or part of the overall charge that almost everybody was being placed 
in the more expensive classification by certain companies, 

Apparently from what was said the insurance companies simply 
arbitrarily placed the car owner in the more expensive class 2 unless 
there was attached a statement or a certificate to the application 
indicating that he was justified to be put in another class. 

And evidently the finance company did not undertake to determing 
from the dealer or from the borrower in what class he belonged. 

Actually we issued a bulletin on that, and since that time many of 
the companies engaged in that practice have refunded substantia] 
sums to the public at the instigation of State insurance commissioners 

I think the refunds so far have totaled almost $10 million of 
premiums that were charged individuals who bought automobiles on 
time installment plans for insurance which put them in a more expen- 
sive category than they should have been in. 

This bulletin that we published did name a number of the insur. 
ance companies involved in this practice and their finance company 
affiliates, and GMAC and its insurance company were not among 
them. 

According to all the information we have and according to what 
was told me by the counsel of Senator Monroney’s committee op 
automobile practices which held some hearings on this a couple of 
years ago, GMAC did not participate in this practice. 

They did take the trouble to find out in what classification indi- 
viduals belonged, and certainly in that case there were substantial 
savings to the public. 

More recently bureaus have been engaged in investigations of 
credit life insurance sold in connection with the purchase of auto- 
mobiles on time. 

That investigation has not been concluded. We know that there 
are some abuses, that credit life insurance and some other kinds of 
insurance are being sold to people who buy cars, frequently without 
their knowledge or any knowledge of what they are getting, and 
that that has increased the cost of financing automobiles. 

Quite apart from that fact, we think that people are entitled to be 
told if they are going to buy insurance, they are entitled to know 
that they are buying it and to know what they are buying and what 
they are charged for. 

There again I am not singling out GMAC as being exclusive in this 
in any sense. I don’t know that they are. But I do know that 
GMAC does offer credit life insurance to people who borrow through 
GMAC at about the cost of that insurance to the finance company. 

Mr. Drxon. On what is that based, sir? We have different in- 
formation on that subject. We were told they have considerable 
premiums paid to them by the underwriting company. 

Mr. Backman. About, I would say 6 months ago, maybe a little 
longer, a committee of the bureaus which was looking into this thing 
invited various companies not exclusively in the automobile finance 
business to come and talk to us and let us know what was happening 
in that field and what they were doing. 

Some of them came and some of them did not, which of course was 
their privilege. We don’t have any authority to hail any auto 
finance company before us. But at that time I do recall the GMAC 
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man who came there told us that they charged for credit life insur- 
ance on about the basis that it cost them. 

Senator Kerauver. I think that has been settled. We have the 
testimony before us. 

Mr. Backman. That also appeared in the report of the New York 
Insurance Commission. 

Senator Kerauver. We had testimony, in our hearings last year, 
on what profits they made. 

Mr. Backman. ‘They received a refund I assume. 

Senator Kerrauver. They received a substantial refund. How 
many insurance companies were involved in this operation you are 
talking about? I recall that there weren’t a great many. 

Mr. Backman. Well, there are six listed in this bulletin, and if 
there were others, I don’t believe they were involved to any substan- 
tial extent. 

The involvement may have been due to mistakes which occurred 
and so forth. 

Senator Krerauver. We will make this bulletin a part of the record. 

(The document referred to may be found on p. 591.) 

Senator Kerauver. Has this situation been cleared up now ? 

Mr. Backman. Yes, it has. 

Senator Kerauver. This bulletin is dated September 1956. 

Mr. Backman. Yes. The insurance departments now require that 
the insurance company cannot issue a policy without having proper 
classification information and to the best of my knowledge all the 
companies are complying with it. tai 

Senator Kerauver. That is up to the State commissioner, as I 
understand it ? 

Mr. Backman. That is correct. 

Senator Kerauver. Don’t you have more trouble in one or two, 
States than you do in others, on this type of situation ? 

Mr. Backman. No, I don’t think so. I wouldn’t say so, sir. 

Senator Kerauver. Senator Utterback was just before us and he 
talked about the fact that in his investigation in Indiana, the most 
flagrant cases were General Motors-GMAC dealers. 

Mr. Backman. That came as a great surprise to me on the basis 
of our experience, complaints coming into the Better Business Bureau. 
His testimony, which I listened to, just did not correspond to our 
experience. 

Senator Kerauver. He gave one case where the amount owed was 
$3,900. The buyer didn’t even have insurance. He just paid interest. 
He paid $943 or 25 percent. Does the Better Business Bureau ap- 
prove of something like that? 

Mr. Backman. Definitely not. 

Mr. Drxon. In that line, Mr. Chairman, we had testimony from 
GMAC’s president who said that they bought paper from General 
Motors dealers that ranged from 6 to 9 percent; on a 36-months basis 
of 9 percent interest, that would be 27 percent without any insurance. 
He testified they did that regularly. Do you approve of that? 

Mr. Backman. That seems pretty high to me, sir. 

Senator Keraver. Yes, it is pretty high. 

Mr. Backman. Under many State laws that would not be per- 
missible, would it? 
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Mr. Drxon. That is quite true, sir. GMAC’s president said that 
GM dealers could only charge the amount of interest that is allowed 
in given States, but some States allow up to 8 and in some, unregulated 
States, he said, 9 percent. 

Mr. Backman. This is on new cars. 

Mr. Drxon. And he said in those instances, to stay competitive, they 
bought that type of paper. To the public, which pays the ultimate 
bill, no matter who buys that paper, that interest in it is in there, and 
GMAC buys paper that has the same amount of interest that we 
hear these other people buy. Didn’t you receive complaints from the 
Better Business Bureau against GMAC in New York on thoge 
practices ¢ 

Mr. Backman. I haven’t seen them, no, sir. 

Mr. Drxon. Did it have anything to do with the fact that New York 
is one of the four States that has a different law with relation to 
insurance? We heard some testimony that General Motors char 
the cost on credit life insurance companies and that in all the States 
other than four States which prohibit dealers from being paid com. 
missions on insurance, they return commissions in all of these other 
States except those four. But you are from New York. 

Mr. Backman. The gentleman from GMAC who appeared before 
our bureau committee was not speaking of New York State, sir, alone, 
He was talking about the GMAC policy nationally. I know he 
distinctly said that they did not pay their dealers commissions on 
this credit life insurance. I recall his saying that some General 
Motors dealers did sell credit life insurance other than GMAC in. 
surance and collected commissions on it. 

[ am sure that was not intended to be limited to New York. 
Senator Keravuver. I don’t know if New York is one of those States 
or not. Are there any questions? 

Senator Harr. Do you have anything further, sir? 

Mr. Backman. No; I don’t have anything to add to this, sir. 
Senator Harr. This better business bureau investigation dealing 
with practices in connection with life insurance on term automobile 
paper, I understood you tosay, is not completed ? 

Mr. Backman. No, sir. 

Senator Harr. Do you have any idea when that might be com- 
pleted ? 

Mr. Backman. A number of better business bureaus are undertak- 
ing to determine from personal interview with people who have 
bought cars and who have this credit life insurance certain facts about 
1t. 

Were they told that they were buying credit life insurance? Did 
they know that they hadit? Did they know what it cost them? How 
much did they pay and so forth and so on, and some other factors in- 
volved in this field. 

This is not an investigation that is limited to any one company. It 
goes across the board. I mean we are interested in finding out what 
was told to people, whether they bought through GMAC or CIT or 
Commercial Credit or any of the others. 

I would think it might be 2 or 3 months perhaps before those inter- 
views and so forth were completed and the results were compiled an 
that sort of thing. 
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Senator Harr. Is it a fair conclusion from your testimony that 

complaints from buyers of autos were not made to you concerning 
nancing ¢ 

pecan x: I don’t know of any offhand. I could not say that 

no better business bureau has had any such complaints, but, if so, they 

have not been of such number or nature that they become a matter of 

discussion among bureaus as a whole. 

Senator Harr. Perhaps this is an indelicate question to ask you. Is 
General Motors Corp. a member of the better business bureau ? 

Mr. Backman. Yes, sir. 

Senator Harr. Is Ford ? 

Mr. Backman. Yes, sir. 

Senator Harr. Are any independent financial companies members ? 

Mr. Bacxman. Yes, sir. CIT, Commercial Credit—what is the one 
in Indiana ? 

Mr. Drxon. Associates ? 

Mr. Backman. Associates. There are, I would say, maybe 40 or 50 
finance companies which hold membership in the National Better 
Business Bureau. Not all of them are engaged in automobile finane- 
ing. Some are some small-loan companies and so forth. 

Senator Kerauver. Mr. Dixon? 

Mr. Dixon. It just occurred to me, sir, last year during our hear- 
ings on administered prices in the auto industry, Ire val] that we called 
to the witness stand what the staff considered a typical automobile 
dealer. We chose a Chevrolet dealer. I recall his testimony. He 
described one of these typical sales and how the financing was entered 
into and what was made a part of it. 

His testimony was to the effect, I believe, that on an average trans- 
action he made about $200-plus in return to him in a kickback. He 
testified, sir, that but for that kickback he would be out of business. 
He said that was the difference between profit and loss to him. It 
seems rather strange to me that you have never had any complaints 
against General Motors. 

Mr. Backman. I can’t say that no Better Business Bureau never 
had any complaints against General Motors or their dealers, involving 
packing. I can say that the bureaus do get a great many complaints 
relating to packing and that the extent to which General Motors 
would figure in those complaints would be very small. 

Mr. Drxon. I don’t mean to infer to you on this record that Ford 
dealers and Chrysler dealers and all automobile dealers were not 
getting the same kickback from other finance companies similar to it. 
But, your testimony would lead me to believe that you infer at least 
that General Motors is not as bad or is not doing something better or 
different from the others. 

Mr. Backman. I wouldn’t want to say that it is, you know, dif- 
ferent from all others. 

I ani sure there are a number of companies in the automobile finance 
field who undertake to deal fairly with the public. I am sure there 
are, 

Mr. Drxon. You understand that it is the dealer who enters into 
the contract with the public ? 

Mr. Backman. Yes. 
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Mr. Drxon. You understand that. And it is the dealer that gel} Mi 
the insurance. You understand that, sir. Mon: 
Mr. Backman. I do. and 

Mr. Drxon. And it is from that source that the finance company to se 
whether it is GMAC or an independent, buys that paper. "I fron 
Mr. Backman. I understand that. (7 


Mr. Drxon. Our testimony is to the effect that at the beginning may 
point there is little or no difference between those. Therefore, | we 
would conclude that the problem is the same any way you look atj,| —‘ the! 

Mr. Backman. Well, it wasn’t the same on collision life insurance, | any | 

Mr. Drxon. I understand that, and as you made that very plain, Tl 
that was 1956 and there were 4 companies that did that. That is al], | M 
Mr. Chairman. whet 


Senator Kerauver. You say you try to encourage the passage of whet 
State legislation to correct these packs ? } tin 
Mr. Backman. I said that the bureaus have very generally sup- | se 


ported this type of thing. , with 
The St. Louis bureau is supporting this, pointing out the desir. ie 
bility. _ 

Senator Kerauver. I wondered if you had any familiarity with | Cass 
Senator Utterback’s bill out in Indiana. Co. 
Mr. Backman. I don’t have any personal knowledge of it. I woul (J 
say that personally I don’t see what the objection is to letting peopl Se 


know what the rebate is to dealers. It is common practice in the a 
finance industry, where recourse paper is sold, for the finance com. 1 
pay to set up a reserve, which is to take care of those cases wher ( 


contracts are defaulted and the finance company looks to the dealer 
to make good on the contract the dealer has to assume this thing, 

I understand that is regarded as a legitimate practice, to set aside 
a certain sum, a legitimate reserve, and that this sum is returned to 
dealers for that purpose. 

I have never heard that defined as packing. The packing comes in 
when in addition to this legitimate reserve all sorts of charges ar 
put in the contract without the purchasers’. knowledge or without 
his knowing what it is. ! 
Senator Krrauver. Do you have a Better Business Bureau in 
Indianapolis ? 

Mr. Backman. Yes, sir. 

Senator Keravuver. I wonder if you would ask them to submit 
for the record what their experience has been in this investigation 
made by the Indiana Legislature and by Senator Utterback ? 

Mr. Backman. You would like me to submit that in writing to | 
you? 

Senator Keravuver. Send it to the committee. 

Mr. Backman. I will be very glad to. 

(The material referred to may be found on p. 570.) 

Senator Kreravuver. Mr. Peck? 

Mr. Pecr. No, thank you, Mr. Chairman. I have no questions. 
Senator Harr. I think that is all, Mr. Chairman. 
Senator Keravuver. Thank you very much, Mr. Backman. 

Mr. Backman. Thank you, sir. 

Senator Kreravver. This is the last of the witnesses that I knov 
of who have asked to be heard. 
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Mr. Backman stated, and Senator Lucas has advised me, that the 
Monroney committee went into some of these matters of the “pack 
and its misapplication, during their hearings. I will ask the staff 
to secure such information as may be pertinent here for the record 
from the staff and from the record of that committee. 

(The pertinent material from the Monroney committee hearings 
may be found in the files of the subcommittee. ) mie 

Senator Kerauver. This will conclude our hearings. We will leave 
the record open 2 weeks for communications, statements, letters, or 
any other matter that may come before the committee. 

Thank you all. 

Mr. Scorr Lucas. May I ask one question, Mr. Chairman, as to 
whether or not there will be any more witnesses appearing openly or 
whether if you want to say anything further, you will have to say 
it in writing ? 

Senator Kerauver. Our plan is to close the record now. Other 
witnesses will have to submit statements. 

Senator Harr. Mr. Chairman, in the testimony today, there was 
a conflict between the figures submitted by Dr. Yntema and Mr. 
Cassat. I would hope there would be full opportunity for the Ford 
Co. to submit such clarifications as it feels would be helpful. 

(The reply by Dr. Yntema may be found on p. 430.) 

Senator Kerauver. We will communicate with Dr. Yntema about 

utting a statement in the record. 

We stand in recess to further call of the Chair. 

(Whereupon, at 5:15 p.m., the hearing was adjourned.) 
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APPENDIX 


STATEMENTS, EXHIBITS, AND APPENDIX 
MEMORANDUM 


To Senator Estes Kefauver, chairman, Antitrust and Monopoly Subcommittee. 
From: Paul Rand Dixon, counsel and staff director. 
Subject : Correspondence pro and con auto finance legislation. 


As you know, the subcommittee has received a very large amount of corres- 
pondence relating to S. 838 and S. 839. At first, it was believed that the best 
course to follow would be to print the text of each of the letters received. 
However, because of the large number of letters and because many of the letters 
are necessarily so similar in content, it has been decided simply to list the totals 
of the letters, divided according to the sources from which they were received. 

Accordingly, here is the final listing of all correspondence received comment- 
ing on the legislation under consideration : 


In favor of legislation: 


1, Dealers: 
iy SOU EOC sess cease ice nge ed nctie eile te eg 15 
Sa i il cst cl ae pa ge ee i ae 25 
COGN bite Ds wteiemed tee bee] tea ee ee 12 
OD RPP Sinton ecg Saelinaelind cig de ecient etapa nd 80 
a i ih snag ih cs ba aan ees onc x ceca ch eka aia ccaia aceasta 16 
ee I ii cs csicaicnl cic ahem bi anabines Alcea aie ies ea tee ee 495 
sect: GUAGE: GREW mr CIC iii ci cxetncds hits ics cents spa eee ees 66 
OND UI i ag lana cl at i i ee 15 
ror aU OE i wn ses cav cpt ecnswitbely Sean os sania ail pap a cmt al 911 
a a kh es 1, 635 


Opposed to legislation : 
1, Dealers: 

(a) General Motors__________ i laa cca ce ra et 328 

(b) Ford x 

fi eh ee ee 


Titi andi il el oe a ee ee, 15 
ei se i ace tics tam stom cheaicincdahae a ahaa ee aie ae 2 
Derm IIe ONIN DIONNE og 5 rs ie ee ee be 1 
i eee Gane ON WiC NUMEROUS: on 2 
We ENCOUN Shes wicciichitcnasls oa Wee e eee ch been eee 28 

TOs is catia et hi eae ee ne) ees Du ei ee 405 


LETTER FROM DEPARTMENT OF JUSTICE 


DEPARTMENT OF JUSTICE, 
Washington, D.C. February 20, 1959. 


Hon, Estes KEFAUVER, 
Chairman, Senate Antitrust and Monopoly Subcommittee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR KEFAUVER: We certainly appreciate your willingness not to re- 
quest that we testify on S. 838 and 839 (86th Cong., 1st sess.) because to do so 


would detract from the appropriate discharge of our antitrust enforcement 
responsibilities. 
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These bills treat competitive problems stemming from motor vehicle man 
facturer control over finance operations. As you know, now underway ap 
grand jury inquiry into possible antitrust violation “* * * by certain per. 
sons * * * engaged in the manufacture, distribution * * * and financing 96 
automobiles, trucks, locomotives, earth-moving equipment” and other items 
[Emphasis supplied.] Indeed, one grand jury subpena already served seeks 
extensive data concerning producer controlled insurance and finance dealings 

From this it seems clear that, as you have perceived, any helpful treatment 
by us of competitive issues at the heart of the pending bills would necessarily 
involve the very matters now before the grand jury. And, as you have agreed 
discussion of such matters by us would be inappropriate. ; 

In the routine course of this Department’s written comments on these bills 
we will, of course, be happy to treat, as you request, any issues of constitutional. 
ity as well as aptness of the proposals’ particular language. 

Thank you again for your understanding of our position in this matter, 

Sincerely yours, 
Victor R. Hansen, 
Assistant Attorney General, Antitrust Division, 


Forp Moror Co., 
Dearborn, Mich., March 9, 1959, 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
Committee on the Judiciary, 
U.S. Senate, Washington, D.C. 


My Dear Senator Keravver: During our appearance before the Subcommit- 
tee on Antitrust and Monopoly on February 27, 1959, Mr. Donald P. McHugh, 
counsel, asked if our dealers had reported a competitive disadvantage during 
the early part of 1955 as a result of unusually easy financing arrangements 
available to General Motors dealers through GMAC. (See pp. 623-626 of 
transcript.) We offered to provide any information we had on this subject, 

As background we reviewed the Federal Reserve Board survey of consumer 
installment credit published in 1957 and covering the years 1954-55. I am 
sure that you and your staff are familiar with the study, particularly part IV, 
“Financing New Car Purchases.” The following data were obtained from table 
33 on page 59 of this volume: 





Percentage of all installment contracts 


$a. 


| 
| 
| 
| 1954 1955 











Ist half 2d half | 1st half | 2d half 
een a ee 
Original maturity (in months): | | 
20 and ever............ a = apart arets 34 57 i 
36 and over_____- ; : 2 : ses 7% 13 18 5 
Effective downpayment ratio: 
i Vg: 7a > astern cane : 30 38 41 | 48 
Under 0.15 ‘ j hints te tot . comers 9 14 | 17 19 
Ratio of credit to dealer cost: 1.00 and over , nines 16 18 26 27 


From these statistics it appears that the movement toward more liberal terms 
commenced well before 1955. In the case of both longer maturities and lower 
downpayments the changes in 1954 were greater than the changes between the 
last half of 1954 and the first half of 1955. The substantial increase in the ratio 
of credit to dealer cost during the first half of 1955, in combination with the 
other data in the table, appears to indicate an improvement in dealer margins 
rather than a basic change in terms. 

We analyzed the Ford car production and inventory situation in the first half 
of 1955 for evidence that might be useful to you. We found that each of our 16 
Ford car and truck assembly plants worked overtime during each month of the 
first half of 1955. Total Ford car and truck production during this period ex- 
ceeded production in the comparable period of any other recent year. 
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In spite of this record production, dealers’ stocks of new Ford cars were ex- 
tremely low. Our measurement of dealers’ stocks is generally in terms of 
“days’ supply.” The situation during the first half of 1955 was as follows: 


Days’ supply of 


End of month: new Ford rah 
955—January-------------------~—--------------------------------- 

, EAE crete insects qe crerep et enc cdncomecindll Sp canna eae piecemeal 12 

SN cts ents pasecpcmaraninnii Nancie sia 11 

April... ~ 2-2-2 nn nero n ne nnn ennncn 12 

TO a iis baa cieaci ce rec ere niece en nahn eminent arise aie aoc cage aaaicdigal ie 15 

DUNC ane ne etn en nncennneamesane 20 


Although it is difficult to specify a normal stock level, a 30 days’ supply 
has sometimes been considered a rough standard. The levels that existed in 
early 1955 were unusually low and indicated almost a searcity of cars in deal- 
ers’ inventories. In the light of the overtime production mentioned above, it 
seems evident that during this period dealers were able to sell virtually every 
Ford car that could be produced. 

During 1955 the Ford regional sales offices prepared monthly business con- 
ditions reports on topics affecting automobile sales. Financing was one of the 
topics on which comments were to be made. We examined 62 of these reports 
covering the first 9 months of 1955. We found nine references to GMAC; only 
three of these mentioned liberal terms offered by GMAC. 

The reports also mentioned liberal credit terms offered by smaller truck man- 
ufacturers and by a Dodge dealer. The overall impression conveyed by these 
reports is one of a general liberalization of credit until August 1955, and some 
evidence of greater restrictions in the latter part of the year. We cannot con- 
clude from this information that GMAC was the leader in the liberalization 
movement. 

From the evidence available to us it does not appear that our dealers were 
at any special competitive disadvantage in 1955 as a result of the easing of 
automobile financing arrangements. 

Sincerely yours, 
T. O. YNTEMA. 


May 7%, 1959. 
STATEMENT BY FORD MOTOR CO. 


AUTOMOBILE SALES FINANCING AND INSURANCE 
INTRODUCTION 


On February 27, 1959, representatives of Ford Motor Co. testified before the 
Subcommittee on Antitrust and Monopoly. Their testimony explained Ford’s 
interest and objectives in the field of automobile financing and the reasons for 
opposing the passage of Senate bills S. 838 and S. 839. 

On April 15-16, 1959, witnesses for various finance company interests spoke 
in favor of the bills. These witnesses did not refute our factual evidence of high 
charges by finance companies. They did not deny that finance and insurance 
charges to dealers and consumers would be reduced if Ford entered the field. 
Quite understandably, they dodged the real issue and resorted to diversionary 
tactics. 

Much of their testimony (and especially that of Thurman Arnold) is replete 
with misstatements of fact, unwarranted assumptions and fallacious logic. 
Mr. Arnold’s theories of antitrust law interpretation and enforcement are as 
shocking as they are unsound, coming as they do from a former champion of 
the virtues of free competition. Professor Turner deserts the antitrust laws and 
picks up the blunderbuss of industrywide legislation. After much legal 
sophistry, he concludes that his high-rate, high-profit clients should be protected 
from competition from automobile manufacturers and that the public should 
foot the bill. 

In the circumstances, we believe that a further statement from us would be 
of assistance to the subcommittee, This statement includes (1) a summary 
of the business and economic aspects of automobile sales financing and insur- 
ance as they relate to S. 838 and 8S. 889, and (2) a discussion of the legal ques- 
tions involved. In addition we have noted in appendixes to this statement 
various errors and inconsistencies in the testimony given on April 15-16. 
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OBJECTIVES OF FORD MOTOR CO. IN AUTOMOBILE FINANCING 


In our appearance before the subcommittee we stated our objectives jn th 
field of automobile financing: , 
(1) We want our dealers and car buyers to have available to the 
financing and insurance at as low a cost as possible. This requires ‘eae 
mum efficiency in financing and insurance operations, and profits that are 
not excessive in relation to the risks involved. , 
(2) We do not want to be, and we do not want our dealers to be, at 
competitive disadvantage with General Motors whose dealers and customer 
are serviced by GMAC. 


COMPETITIVE SITUATION IN AUTOMOBILE FINANCING AND INSURANCE 


As we explained to the subcommittee in February, the importance of auto- 
mobile financing and insurance to consumers, dealers and automobile manv- 
facturers led us to make an intensive study of competitive conditions jp the 
industry. The following situation was evident: 

(1) General Motors Acceptance Corporation offers finance and insurance 
rates lower in most areas than other finance companies. 

(2) Competition among finance companies has failed to bring thei; 
charges for financing and insurance down to the GMAC level. 

(3) This situation has placed Ford Motor Co. and its dealers at a cop. 
petitive disadvantage. 
We believe that the best remedy for this condition is new competition in auto. 
mobile financing and insurance. We would like to provide this competition 
through our own financing organization. This course of action will make lower 
financing and insurance rates available to more consumers and dealers. The 
proposed legislation that arbitrarily excludes automotive manufacturers from 
automobile financing and insurance would clearly reduce competition and result 
in higher finance and insurance charges to dealers and car buyers. 


AUTOMOBILE FINANCE AND INSURANCE RATES 


On February 27, 1959, we said that GMAC offers finance and insurance rates 
lower in most areas than other finance companies. This fact was confirmed— 
not refuted—by the testimony on April 15-16. 


RETAIL FINANCE RATES 


In a typical sales financing transaction a dealer negotiates with his customer 
an installment contract for the sale of an automobile. The contract includes a 
finance rate negotiated within a framework of such factors as competition, State 
regulation, and credit standing. A finance company then purchases this con- 
tract from the dealer at a discount rate. 

There is a relationship, however, between the finance company discount rate 
and the price of an automobile to the customer; and a finance company cannot 
disclaim connection with consumer price on the excuse that the retail finance rate 
is negotiated between the customer and the dealer. An automobile dealer is in 
a highly competitive business and operates on a small profit margin. His abil- 
ity to offer attractive deals to his customers is influenced by the cost to him of 
the merchandise and services that he sells. One of these services is automobile 
financing. On the average, the lower the discount rate charged to a dealer by a 
finance company, the farther a dealer can go in reducing the overall price of an 
automobile sold to a customer on credit. The dealer needs a low-cost service to 
help him compete, and the customer benefits from the lower automobile prices 
made possible by this competition. 

In our previous testimony we said that the GMAC discount rates to dealers 
were usually lower, and therefore more favorable to the dealer, than the con- 
parable rates offered by other finance companies. 

The counsel and staff director of the subcommittee indicated the subcommit- 
tee’s interest in this aspect of automobile sales financing as follows (p. 283): 

“IT would hope before these hearings are over that we find out whether or not 
the price that is paid by GMAC, whether that price is substantially different 
from the price that is paid by other finance companies.” 

Two finance company witnesses confirmed the existence of this differential 
in discount rates. In fact both witnesses confirmed our conclusion that the typi- 
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cal differentiation is equivalent to approximately one-half of 1 percent discount. 
In response to questions from the subcommittee’s counsel, the representative 
if the ASC Corp. stated (p. 312): “I think GMAC would be about a half dollar 
; ss than we would.” In the example then under discussion, a half dollar was 
equivalent to one-half of 1 percent. The representative of C.L.T. also referred to 
and confirmed the existence of a differential between the discount rates of GMA( 
and C.LT. (pp. 350, 355, 303). ; 

To summarize, GMAC purchases finance contracts from dealers at discount 
rates more favorable to the dealer than those generally offered by other finance 
companies. On a typical contract the differential is approximately $30. rhis is 
a competitive disadvantage in cost of doing business suffered by a Ford dealer 
financing through the typical finance company compared with a GM dealer sery- 
iced by GMAC. This differential is also important to the ultimate customer 
because the dealer's willingness and ability to offer a favorable price to a cus- 
tomer is influenced basically by his cost of operating his business. 


WHOLESALE FINANCE RATES 


In our previous testimony, we said that until February of this year GMAC had 
loaned money to dealers to carry their inventories of new cars at rates generally 
about one-half of 1 percent below those offered by other finance companies. This 
amounted to an advantage of about $1.50 on each new car sold by a dealer. 
GMAC also provides insurance on these cars at a rate of approximately $1 per 
car below other finance companies. 

The C.I.T. witness confirmed our statements (p. 346) but attempted to mini- 
mize the importance of this cost differential. It is clear, however, that there 
has been a competitive disadvantage on this score. 


INSURANCE RATES 


A finance company with an insurance affiliate cannot disclaim association with 
the insurance rates it offers. These rates are not negotiated by the dealer and 
his customer. 

With one exception, recent finance company witnesses before the subcommittee 
have studiously avoided a discussion of insurance rates. The reason for this is 
not difficult to discover. In the case of one witness, from C.I.T. Financial Corp., 
the largest sales finance company except for GMAC, the testimony concerning 
insurance rates was an unsuccessful effort to minimize or justify unfavorable 
insurance rate differentials, rather than to deny them. Because the C.I.T.- 
GMAC insurance rate differentials appear to be typical, we will examine them in 
the following paragraphs. 


. 
AUTOMOBILE INSURANCE RATES TO CONSUMERS 


In Massachusetts, Michigan, New York, and Ohio automobile physical damage 
insurance offered through GMAC is 25 percent lower in cost to the consumer than 
the same insurance offered through C.I.T. or, to the best of our knowledge, any 
other finance company.’ The C.1I.T. witness confirmed this fact in his testimony 
(p. 351). 

The importance to the consumer of this 25-percent rate difference is illustrated 
in the following comparison of typical rates applicable over a 3-year finance 
contract in major metropolitan areas in this group of States. 


Typical 3-year insurance premium 








| Manual | 25 percent Difference 

| rates off manual 
Cleveland, Ohio. _- eu $255. 50 $191. 63 | $63. 87 
Detroit, Mich 260. 00 195. 00 | 65. 00 
New York, N.Y_- is 333. 50 | 250. 13 | 83. 37 





*The majority of insurance companies offer automobile physical damage insurance at 


a rates.” The insurance offered through GMAC in these four States is 25 percent 
‘off manual.” 
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The rate differential in these four States, Massachusetts, Michigan, 


A ; New 
York, and Ohio, cannot be dismissed as an unimportant oddity. Between 29 and 


25 percent of all retail sales of new automobiles are made in these States anq 
it is evident from the preceding table that the individual amounts involvyeq are 
very consequential to a purchaser. 

In order to avoid any possible misunderstanding, these differences are jn the 
cost of automobile physical damage insurance to the customer. 


CREDIT LIFE AND “PACKAGE” INSURANCE RATES TO CONSUMERS 


Finance companies other than GMAC frequently offer a “package” of insur- 
ance coverages that normally includes credit life insurance and may include some 
form of disability insurance, bail bond, travel emergency certificates, and towing 
and labor reimbursement. A typical premium is $1 per $100 per year on the 
original deferred balance, or about $78 on a typical 3-year finance contract. 

GMAC offers group credit life insurance at a rate of $0.321%4 per $100 per year 
on the original deferred balance. This amounts to about $25 on a typical 3-year 
finance contract. 

The cost to the customer is therefore about $53 less in the case of the coverage 
offered through GMAC. 

The relation between the additional premium charged for the “package” anq 
the value to the customer of the additional coverages included has been a matter 
of considerable controversy in the insurance field. In this connection, we should 
like to refer the subcommittee to a “Report on Insurance Charges in Consumer 
Credit Transactions,” submitted by F. Roger Downey, administrative assistant 
to the superintendent, to Leffert Holz, superintendent of insurance, State of New 
York, January 24, 1957. The report includes the following comments on various 
aspects of “package” insurance policies : 

“The restricted utilization of the bail bond certificates contained in package 
policies may be gaged by the premium charged to banks and finance companies— 
20 cents per year per certificate. The most prominent item on the various forms 
of certificates is the amount, $5,000, which is sometimes shown in numbers an 
inch high. As in other parts of the package policy, it can only be concluded 
that the purpose of including unnecessary coverages is to ‘dress up the package’ 
and give the impression that important benefits are being provided. The fact 
that even prior to enactment of compulsory automobile liability policy insurance 
legislation, most drivers in this State had liability policies with bail bond pro 
tection seems to warrant this conclusion.” ? 

“The travel emergency certificates is essentially a credit service. It enables 
the borrower to obtain funds in the event of an emergency car repair. The 
money borrowed is added to the indebtedness and, in some plans, even the cost 
of telegrams or phone calls confirming credit status is included. 

“The financing institution receives income from this credit procedure in two 
ways: through the increased amount of the loan outstanding and by means of 
the substantial amounts charged for this service. In a leading finance company, 
charging 1 percent per year of the amount to be financed for its package policy, 
approximately one-half of the total income from the sale of the package plan 
was allocated to credit emergency service. 

“It is fairly evident that the major ‘raison d’etre’ for the package plan is 
the profit inherent in the travel emergency certificate.” * 

“The remaining insurance element is group credit life. One of the largest 
finance companies in the field does not sell the package but offers its borrowers 
group credit life insurance at an identifiable charge that has been steadily de 
creasing. The cost to its customers at present is 29 cents per $100 per year of 
initial indebtedness. For purposes of illustration on a $2,500 balance and a 2 
vear contract, the cost of group credit life insurance in this company amounts to 
$14.50. By way of comparison, the package plan of a major competitor is sold 
at $50. The group credit life insurance of both these finance companies is 
carried by the same insurer and the ultimate cost to the finance companies is 
substantially the same. Thus, for the difference charged. viz, $35.50, the pur- 
chaser of the package plan receives a credit certificate and additional insurance 
coverages, the premium for which is $3.68. The foregoing facts compel the con- 
clusion that the nackaging of a group of insurance coverages with a credit 
service brings about a result that is not in the public interest.” ‘ 


2P. 10. 
®Pp. 10-11. 
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Wy Dissatisfaction with various phases of credit life insurance charges has not 
id been limited to regulatory authorities. A recent publication concerning the 
id operations of one of the large automobile sales finance companies (not GMAC) 
re includes the following: — a ‘ : 

| “Until 1956, the creditors’ life insurance on automobile buyers which [our 
he wholly owned insurance subsidiary] reinsured was principally written on a 

group basis. 
| * * * * . s 


i “Beginning in 1956, most of new creditors’ life insurance reinsured has been 
written on an individual policy basis, with larger premiums.” 
The following comments on individual versus group credit life insurance rates 


ne ; ade by an Official of one of the country’s leading insurance companies: 
ng were ma y? : a Sie. teeta 
he “The large difference between a group rate of 40-50 cents and an individual 
rate of $1 suggests that the average buyer of individual credit insurance is 
ar paying an exorbitant price for his protection. And that is, in fact, the case. 
ar Claims under both individual and group credit insurance policies seem to run, 
on the average, about 28 cents per $100 of initial debt. Therefore, assuming no 
ge commissions payable to a third party, the lender and the insurance company 
using individual policies have, on the average, 72 cents of every $1 of premium 
nd to cover expenses (which are generally quite low ) and a profit. Profiteering of 
er this kind is giving credit life insurance a black eye. ay 
ld In summary, there is an undeniable difference of about $53 in cost to the 
er customer between the typical “package” insurance coverage and the stripped- 
nt down group credit life insurance coverage offered through GMAC. Further- 
ow more, serious doubts have been expressed by authorities on insurance as to the 
us relation between the additional cost to the customer and the value of the addi- 
tional insurance coverage. 
z= NEED FOR INCREASED COMPETITION 
> | It is evident from the facts just presented that competition among finance 
tr companies has failed to bring their charges for financing and insurance down 
ed to the GMAC level. 
ge | Finance company witnesses have suggested that enactment of the proposed 
het legislation would bring about greater competition and lower rates. They must 
| mean lower discount rates to dealers because the same group of witnesses has 
. denied that a finance company determines the finance rates to the customer. 

But what would be the overall effect on discount rates to all dealers? The 
les witness from C.I.T. Financial Corp., largest automobile sales finance company 
he other than GMAC, commented as follows (p. 358) : 
ost “Senator Kefauver has just asked me could we operate more cheaply if we 

had a crack at the General Motors business. Well, I think we could. I am not 

we going to promise it but we could and so could everybody else that is in the 
of independent field. 
by, “And if so, discount rates would tend to equalize. It may well be that General 
cy, Motors would go up $10 and we would go down $10.” 
lan In other words, from the standpoint of the total body of dealers, discount 
j rate advantages that may accrue to some dealers would be offset by disadvan- 
1 18 tageous discount rate increases to other dealers. 

If, as we believe inevitable, competitive pressures subsequently lessened as 

est a result of a separation of GMAC from GM, the costs of financing and insurance 
ers would ultimately increase. Furthermore, the proposed legislation would not 
de- solve our competitive problem for the following reasons: 
* of (1) General Motors may elect to fight this legislation in the courts. If 
1 2- it wins and the legislation is finally declared unconstitutional, General Mo- 
S to tors will have gained additional years of competitive advantage by having 
old a finance subsidiary while other automobile companies did not have one. 
1S (2) Even if GMAC is separated from GM, General Motors will continue 
is for many years to benefit from GMAC. The management personnel of 
yur GMAC, its policies and traditions, and particularly its close relations with 
nce GM dealers will continue after the formal dissolution. In actual fact, it 
on- will be impossible to divorce GMAC from GM except over a long period 
adit of time. 





5 Address by Philip H. Peters, vice president, the John Hancock Mutual Life Insurance 


Co., before the consumer management program of the Columbia University Graduate School 
of Business, June 13, 1958, p. 4. 
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As we said in our previous testimony, it is hard to see how good can come 
from this legislation. Unwittingly, it may benefit GMAC. If ultimately the 
legislation should be found unconstitutional, GM would have had a windfajj. 
In the long run, however, if this legislation prevails, competitive pressures jp 
auto financing will be lessened and rates will be increased. Dealers will be 
handicapped by higher costs and automobile manufacturers will find a smaller 
market for their product. Consumers will foot most of the bill in a higher 
cost of living. 

We believe there is an effective and natural way of increasing competition 
in automobile financing and insurance, and assuring that the lowest possible 
rates to customers and dealers will be available generally. It is to continue to 
permit automobile manufacturers to engage in the business of financing anq 
insuring the wholesale and retail sales of automobiles. : 

Testimony before the subcommittee has established conclusively that the one 
automobile finance company affiliated with a manufacturer has been the leader 
in its field in providing low automobile and credit life insurance rates to 
customers and low wholesale interest rates and retail discount rates to dealers. 
Other finance companies have chosen to compete at a higher level of rates, 

We believe that GM customers and dealers should be allowed to continue 
receiving the benefits of GMAC financing and insurance rates, and that Ford 
and other automobile manufacturers should be allowed to offer similar aq- 
vantages to their customers and dealers. 

We are, therefore, opposed to the proposed legislation. 


AUTOMOBILE SALES FINANCING AND INSURANCE 


LEGAL ASPECTS OF THE PROPOSED LEGISLATION 


This section is in reply to the legal aspects of the testimony offered by Thur- 
man Arnold, of the law firm of Arnold, Fortas & Porter, on April 15, and the 
testimony of Donald F. Turner, professor of law, Harvard Law School, given on 
April 16, 1959. 

Mr. Arnold’s case for the legislation is not well founded. It rests upon 
erroneous assumptions of fact and fallacious conclusions of law. 

He argues that General Motors, Ford, and Chrysler now enjoy a special privi- 
lege or immunity under the antitrust laws, which would be eliminated by the 
passage of the bills. This, as we shall show, is not true. The proposed legis- 
lation actually would discriminate specifically against them and all other auto- 
mobile manufacturers. If passed, it would deprive, without any legal, ethical 
or economic justification, all automobile manufacturers of the right to engage 
in financing and insuring sales of their products regardless of need. This right, 
even if never exercised, would help protect the dealers and their customers from 
high financing and insurance rates. 

Professor Turner argues that the proposed class legislation should be en- 
acted in order to reduce what he claims is “undue concentration” in the auto 
mobile industry, even though the result would be that automobile dealers and 
consumers will be deprived of the benefits of the better rates and services now 
offered by GMAC. Obviously, Professor Turner is asking Congress to adopt 
a policy that would deliberately ignore the interests of dealers and consumers 
so that his clients may be sheltered from the forces of free and open competi- 
tion. Such a policy would do violence to the principles underlying the antitrust 
laws. 

Mr. Arnold appeared before this subcommittee on behalf of an undisclosed 
client who, presumably, is in the financing business and is desirous of acquiring 
a congressional shelter from competition from the automobile manufacturers. 
Mr. Arnold testified (p. 256) : 

“T should disclose that I represent a client who is interested in these bills and 
has asked me to give him a legal opinion op the question of ownership of finance 
companies by major automobile manufacturers.” 

He hastened to add, however (p. 256) : 

“But also I represent my own personal convictions because it was under my 
administration of the Antitrust Division that the indictments against General 
Motors, Ford, and Chrysler were brought. It was under my direction that the 
consent decrees divesting Ford and Chrysler from any interest in finance were 
signed and entered and the civil suit for divestiture of General Motors from 
finance was brought.” 
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Mr. Arnold thus presented himself as a witness with two hats: one as a special 
pleader—a partisan, and another as former head of the Antitrust Division of 
the Department of Justice, with special knowledge of the factual background and, 
presumably, an abiding interest in the integrity, the proper interpretation, and 
the enforcement of the antitrust laws, in the public interest. Unfortunately, 
however, during the course of his testimony, he wore only one of his hats—that 

-jal pleader. 
Ee the te of his testimony Mr. Arnold drew this conclusion (p. 272) : 

“Now in conclusion, what Ford, Chrysler and General Motors are seeking in 
opposing these bills is the perpetuation of a special immunity from prosecution 
given to them and them alone: a special privilege which cannot be justified on any 
theory, economic, legal, or ethical.” 

Let us now examine the line of reasoning employed by Mr. Arnold in arriving 
at his startling conclusion : 

First he contends (pp. 267, 268, 270) that the ownership of GMAC by General 
Motors violates section 7 of the Clayton Act, as interpreted by the Supreme Court 
of the United States in the Du Pont-General Motors case (United States v. E. I. 
Du Pont De Nemours & Company, 353 U.S. 586 (1957)). Not only that, argues 
Mr. Arnold, the GM divestiture case was in the bag for the Government in 1947, 
because in the Ford case (335 U.S. 303) the Supreme Court had determined that 
“the mere existence of the GM—GMAC combination created a competitive unequal- 
ity against any automobile manufacturer which had no such combination.” 

“Yet the Department (of Justice),’”’ complained Mr. Arnold, “in 1952 threw 
away the victory” (p. 268). “It took a position exactly opposite to that of the 
Supreme Court opinion. It decided that the GM—GMAC combination was not 
in itself a competitive disadvantage to Ford and Chrysler. It settled the case 
by consenting to a decree,” without divorcement of GMAC. 

" By entering into the 1952 consent decree, contended Mr. Arnold, the De- 
partment of Justice rendered General Motors immune from prosecution. Spe- 
cifically, he says, the Government is under a continuing legal disability to en- 
force section 7 against General Motors. This is so, he argues, because the 
complaint in the General Motors case charged a violation of section 7 by Gen- 
eral Motors, by reason of its ownership of GMAC. 

“There is no new cause of action which can be brought by the Government 
against GM, seeking its divorcement from GMAC. It (the 1952 consent decree) 
cannot be amended to include divorcement. That issue was settled by the con- 
sent judgment which is the law of the case” (p. 270). 

Thus, contended Mr. Arnold, the bills “attempt only to remove a_ special 
privilege which now prevents the antitrust law from being enforced against 
GM” (p. 271). 

And what is the position of Ford and other competitors of GM? Compelled 
to admit that Ford and Chrysler never were charged with violation of section 
7 of the Clayton Act, Mr. Arnold cannot apply his antitrust immunity argument 
to them and the others. Instead, in an effort to sustain his argument, he resorts 
to the shabby device of suggesting that the Federal Trade Commission and the 
Department of Justice, “it is a pretty good bet, would wink at Ford’s proposed 
violation of section 7 of the Clayton Act and give Ford a broader immunity 
than it actually has under its decree” (p. 271). 

“It would be a grave injustice,” wailed Mr. Arnold, “if Ford is allowed to 
violate the law laid down in the Du Pont case” (p. 271). Therefore, he con- 
cluded, the proposed legislation is required to insure competition in the auto- 
mobile financing business. 

Upon analysis, it is clear that Mr. Arnold’s novel legal theories and conclu- 
sions are grounded upon erroneous assumptions of fact, upon unfounded infer- 
ences drawn from positions and steps taken in the automobile finance company 
litigation, and upon fallacious reasoning. In addition, he indulges in a wholly 
unwarranted prejudgment of the legal situation that would result should Ford 
or Chrysler now or in the future enter the automobile financing and insurance 
businesses. 

The first erroneous assumption of fact is that Ford had a “partial ownership in 
its finance companies” and Chrysler a “contract arrangement” in 1938, when the 
automobile finance company litigation was commenced against General Motors, 
Ford, and Chrysler (p. 258). The fact is that Ford had sold all of its stock 
interest in its finance company approximately 5 years before the commencement 
of the litigation against it in 1938 (see the Government's complaint against 
Ford); and that Ford had no contractual or other arrangement with any 
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financing company for financing the sales of vehicles at the time of the instity. 
tion of the suits. Thus, Mr. Arnold’s testimony that Ford “voluntarily” agreed 
to “divest” itself of its interest in its finance company rests upon an Obvious 
error of fact (p. 258). 

With respect to the original Ford and Chrysler consent decrees of 1938 the 
burden of Mr. Arnold’s testimony is that Ford and Chrysler “rushed to the 
Department of Justice and voluntarily entered into an agreement divesting 
themselves of any control over their finance companies provided that the Depart. 
ment of Justice would divest General Motors” (p. 258). He then infers from 
this “haste” of Ford and Chrysler, as he puts it, that Ford’s present Position 
with respect to S. 838 and S. 839 is not taken sincerely. He says (p. 259) that 
“if it be true that Ford believes what it says now—that ownership of GMAC by 
GM together with a lesser participation in the financing market by Ford is a 
good economic situation for Ford, then Ford in signing the divestiture decree of 
1939 made the most incredible blunder in judgment since the charge of the light 
brigade.” [Emphasis added.] 

The facts were, of course, that at the time the 1938 litigation was comp. 
menced, and at the time Ford accepted its consent decree, it had no stock or 
other interest in any domestic finance company, of which it could be divesteg 
It had no affiliation that could be dissolved. In its answer to the Govern. 
ment’s complaint, Ford denied that it had engaged in any discriminatory or 
coercive practices in favor of any finance company. Since Ford had held no 
such interest or affiliation for approximately 5 years, and since no purpose 
would have been served by coercing its dealers to use any finance company 
{even assuming that Ford otherwise would have been disposed to do so), why 
should Ford not avoid the expense and inconvenience of litigation by accepting 
the consent decree? 

The consent decree imposed no prohibition against Ford’s entering the finance 
business, unless the Government were able to establish, in its action against 
General Motors, that participation in financing by a manufacturer was a viola- 
tion of law. Ford, having already disposed of its interest in a finance com- 
pany, had no reason to invest time or money in testing out an issue already in 
litigation between General Motors and the Government. 

Building on his erroneous factual assumptions and inferences, drawn from 
Ford's willingness to enter into the decree in 1938, Mr. Arnold reasons that: 

“Of course, we know they did not make such a blunder in 1939. Ford must 
have felt that the preservation of their place in the market required that Gen- 
eral Motors be deprived of its dominating position in finance and that an inde 
pendent GMAC operation should be available to all companies. There is abso- 
lutely no other explanation of their haste in divesting themselves of their own 
finance companies and their willingness to undergo a temporary competitive 
disadvantage which might last for years until the suit was decided but would 
end in freeing automobile finance from the domination of General Motors” 
(p. 259). 

The only valid inference to be drawn from Ford’s assent to the consent decree, 
however, is that by entering into the decree it believed that it would forgo nothing 
that it then had or then wished to do; that it would be foolish to expend the time 
and money required to prove its innocence of the charge of past coercion made 
against it. Ford could not know the outcome of the divestiture suit against 
General Motors. Naturally, if General Motors were not divested of its owner- 
ship of GMAC, Ford wanted freedom to reenter the financing business in the 
future, should circumstances indicate that for competitive or other reasons it 
ought to do so. Ford obtained such freedom in the terms of its 1938 consent 
decree, conditioned only upon an adjudication in the General Motors litigation 
that ownership by General Motors of GMAC was unlawful. 

In developing his argument, Mr. Arnold makes three basic conclusions of law. 
Each of them is demonstrably erroneous. In addition, one of them involves 
an unfounded assumption of fact and each involves unwarranted prejudgments 
of the legal situation. They are: 

(1) That the ownership of GMAC by General Motors violated the antitrust 
laws in 1938 and in 1952, that it violates them now, and will violate them in the 
future. 

The facts are that the Federal district judge in the General Motors criminal 
trial, back in 1938, ruled that it was perfectly lawful for General Motors to 
own GMAC. He charged the jury as follows (record, p. 98, in Ford Motor €o. 
vy. United States, 335 U.S. 308 (1948). See also, footnote 3, 335 U.S. at 316- 
317) : 
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“Tt is not unreasonable for the General Motors Co. to have a finance com- 
pany. * * * They have a perfect right to have a finance company and to 
recommend its use.” ; ; , : . 

The Government took no exception to this portion of the judge’s charge and, 
of course, did not raise any question with respect to it on General Motors 
appeal from its conviction. See U.S. v. General Motors Corp., 121 F. 2d 376 
(7th Cir., 1941), cert. den., 314 U.S. 618, reh. den., 314 U.S. 710. 

In 1952, the Department of Justice manifestly believed that ownership of 
GMAC by General Motors was not unlawful in the absence of coercion by Gen- 
eral Motors of its dealers. That is the only rational basis for the Government s 
consent to the General Motors’ consent decree in that year permitting continued 
GM-GMAC affiliation. This was confirmed by Holmes Baldridge, who was in 
charge of the litigation, in his testimony before this subcommittee on November 
981955. He said (p. 3045) : 5 

“We did not secure divestiture, nor did we find sufficient evidence of coercion 
after resumption of manufacture in 1946 and 1947 to justify that type of relief ; 
and when I say ‘to justify that type of relief,’ I am talking about the type of 
relief that, in the Department, and in the judgment of the Department, the 
courts would grant.” 

But Mr. Arnold contends that the Department of Justice blundered in making 
the consent decree. 

The blunder, according to Mr. Arnold, lay in the Government’s failure to take 
advantage of “the victory it had reluctantly won in the Ford decision. It took 
a position exactly opposite to that of the Supreme Court opinion. It decided 
that the GM-GMAC combination was not in itself a competitive disadvantage to 
Ford and Chrysler” (p. 268). 

In making this assertion, Mr. Arnold obviously misrepresents the decision of 
the Supreme Court in the Ford case (Ford Motor Company v. United States, 
335 U.S. 303 (1948)). Ford, not the Government, won the victory in that case. 
The Government sought to prevent Ford from obtaining relief from, among 
other things, the bar against affiliation with a finance company provided in its 
1938 consent decree. The Government failed in its effort. 

Mr. Arnold argues that the “holding by the Supreme Court in the Ford Motor 
case that the GM-GMAC combination in itself creates competitive inequality 
would have been dispositive, I think, of the General Motors divestment suit. 
Every single element required by divestiture under section 7 was present. The 
competitive advantage found by the Supreme Court to exist on account of the 
combination could have no other result than to substantially lessen competition 
between General Motors, Ford, and Chrysler. That having been determined, it 
follows that General Motors’ continued ownership of GMAC was illegal’ (p, 268). 

The fallacy in Mr. Arnold’s argument lies in the fact that the Court did not in 
any way pass on the legality of affiliation between an automobile manufacturer 
and a finance company. Indeed, the Government made no contention that own- 
ership of a finance company by an automobile manufacturer, without more, vio- 
lated the antitrust laws. The Court merely held that “If the Government seeks 
to outlaw possible arrangements by Ford with a finance corporation, it must 
establish its case in court against Ford as against General Motors and not draw 
on a consent which by its very terms is not available” (335 U.S. at p. 322). 

Thus, it is clear that in 1947 the Government evidently believed, for it made 
no contention otherwise, that ownership of GMAC by GM was not, in itself, un- 
lawful in the absence of coercion. And the Supreme Court did not pass upon 
the question in any way. It is clear also that in 1952 the Government continued 
to believe that such ownership was not unlawful and, having been unable to 
find persuasive evidence of any coercion by GM or GMAC, it concluded that there 
was no basis upon which to go to trial. It therefore determined to accept de- 
crees that would permit GM, through GMAC, to continue in the finance business 
und Ford and Chrysler to reenter it should they so desire. But the decrees con- 
tained numerous, detailed provisions designed to insure that the competition 
of GMAC, and Ford and Chrysler, would be scrupulously fair. 

In any event, argues Mr. Arnold, the Government blundered in entering into 
the GM consent decree of 1952 instead of dismissing the suit. “It could then 
have waited for some decision like that in Du Pont-General Motors which re- 
quires divorcement under those circumstances. The consent decree added noth- 
ing except immunity for GM” (p. 269). 


This assertion of Mr. Arnold, however, obviously rests upon his second erro- 
neous conclusion of law : 
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(2) That because of the General Motors consent decree of 1952, the Goverp. 
ment has disabled itself from attacking the GM-GMAC affiliation and Seeking 
divestiture. 

This simply is not so. It is significant that in discussing the subject, yy 
Arnold points to no authority whatever in support of his conclusion. (See his 
testimony, pp. 269, 270.) 

It is true that the Government now is barred from attacking GM and GMac 
under section 1 of the Sherman Act and section 7 of the Clayton Act if its cage 
is based upon facts that existed in and prior to the year 1952. It can, however 
bring a new suit under those sections, based upon factual developments gine 
1952. This would be especially true if there has been any change in the sityg. 
tion since then, such as increased dominance by General Motors of the anto 
mobile industry, increased dominance by GMAC of the automobile finanee 
business, or other conduct by GM or GMAC that properly could be regarded ag 
violative of the antitrust laws. In addition, the Government is under no ip. 
hibition whatever with respect to any proceedings that it might decide to bring 
under section 2 of the Sherman Act relative to monopolization. Even Mr. 
Arnold conceded this (p. 270). And it is entirely possible that the Depart. 
ment of Justice presently has in mind some such proceeding in connection with 
the grand jury investigation currently in progress in New York. 

Mr. Arnold’s third conclusion involves the most unwarranted and serions 
error of the three. Itis: 

(3) That if Ford or Chrysler entered the automobile financing or insurance 
businesses, they would be in violation of the antitrust laws, especially section 7 
of the Clayton Act, but the Government probably would “wink” at the violation, 

In the first place, even if Ford or Chrysler were to “acquire” the stocks or 
assets of an existing finance or insurance corporation, the effect of the acquisi- 
tion would have to be shown to meet the statutory test that it “may be sub 
stantially to lessen competition, or to tend to create a monopoly.” Clearly, the 
entry of Ford or Chrysler (or any other automobile manufacturer) into the 
finance and insurance industries, far from lessening competition or tending to 
create a monopoly, would increase, not decrease, competition. It might tend 
to diminish the present sheltered position of the finance and insurance com- 
panies now in the business. But that would be in the public interest; it prob- 
ably would not involve a violation of the antitrust laws. The antitrust laws 
(secs. 1 and 2 of the Sherman Act and sec. 7 of the Clayton Act) would be 
violated only if by prohibited conduct, such as coercion of dealers, or by over- 
whelming commercial success, the effect would be substantially to lessen rather 
than to increase competition, or tend to create a monopoly. 

Secondly, the manner in which Ford or Chrysler might choose to enter the 
finance or insurance businesses would determine whether the provisions of sec- 
tion 7 of the Clayton Act would be brought into play. Section 7 of the Clayton 
Act, as amended in 1950, prohibits a corporation from “acquiring” stock or as- 
sets in another corporation “where * * * the effect of such acquisition may be 
substantially to lessen competition, or to tend to create a monopoly.” Mani- 
festly, should Ford or Chrysler go into the finance or insurance businesses with- 
out “acquiring” any stock or assets in another corporation, section 7, by its 
terms, would have no application. 

Actually, Ford or Chrysler’s entry into the finance business would be entirely 
in accord with the ideal of free and open competition served by the antitrust 
laws. The basic purpose of those laws is to promote, not inhibit, competition, 
to the end that the consumer may receive the benefits of improved services and 
lower prices ordinarily engendered by competition. (See, for example, Apez 
Hosiery Company v. Leader, 310 U.S. 469, 493, 496, 1940; opinion by Chief Jus- 
tice Stone.) Ford and Chrysler, therefore, should be entirely free in the public 
interest to compete until their activities are found, if ever, to violate the anti- 
trust laws by a court of competent jurisdiction. 

At one point in his presentation, Mr. Arnold makes the astonishing assertion 
that Ford should not be allowed to compete in the automobile finance business 
because “it would cut down the free financial market open to the independents 
to a tremendous extent. It would increase the disability of the independent 
smaller automobile companies * * *” (p. 271). But the very purpose of the 
antitrust laws is to foster competition and not to create a shelter for competi- 
tive weaknesses. As Judge Learned Hand said in United States v. Corn Prod- 
ucts Refining Co. (234 Fed. 964, at 1015 (S.D. N.Y., 1916) ): 
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“The national will has not declared against elimination of competitors where 
they fail from their inherent industrial weakness. On the contrary, it has de- 
clared with great emphasis | against any methods by which such weaknesses 
might be concealed ; in so doing it has assumed a positive purpose toward indus- 
try, has established a norm to which competition must conform. a 

We are shocked that a former Assistant Attorney General of the United States 
would suggest that the Federal rade Commission and the Department of Justice 
would overlook a violation of the antitrust laws by Ford Motor (¢ 0., or anyone 
else, on the ground that to proceed would be “unfair” (p. 279). We know 
of no instance where that has been done in the past, and we have no reason 
to believe that it will be done in the future. A strong case of “unfairness” did 
not stay the hand of the Federal Trade Commission in Moog Industries, Ine., v. 
F.T.C. (355 U.S. 411 (1958), reh. den., 356 U.S. 905) ; nor was the Department of 
Justice deterred from opposing (now deplored by Mr. Arnold himself, p. 261) 
our own efforts to make it live up to its bargain in Ford Motor Company vy. United 
States, cited above. 

But let us assume for the purpose of argument that, as Mr. Arnold contends, 
Ford’s entry into the finance and insurance businesses were found, somehow, to 
violate section 7 of the Clayton Act or the Sherman Act, either as a result of a 
private treble damage action or the failure of the Government to “wink” at the 
asserted violation. In that event, it would be too clear for argument that a 
substantial change in circumstances would have resulted since the 1952 consent 
decree with General Motors. The change would be substantial because, although 
General Motors would continue to own GMAC, Ford (and presumably Chrysler 
and other manufacturers) would have been barred from entering the financing 
and insurance businesses. In these circumstances, the Government clearly could 
seek divestiture of GMAC by proceeding under either section 7 of the Clayton 
Act or section 1, in addition to section 2, of the Sherman Act. 

Mr. Arnold’s ultimate conclusion is that because of the General Motors con- 
sent decree of 1952 and because, in his opinion, the entry of Ford or Chrysler 
into the automobile financing and insurance fields would result automatically 
in their violating section 7 of the Clayton Act (which violation, he says, the 
Government would “wink” at), there now exists a “discrimination” under the 
antitrust laws in favor of the automobile manufacturers. This “discrimination,” 
he says, must be eliminated through the enactment of the proposed legislation. 
As we have seen, however, Mr. Arnold’s inverted conclusion is based upon three 
fundamentally erroneous conclusions of law, and involves an unwarranted 
prejudging of the situation without the benefit of the facts upon which to base 
the judgment. 

The truth is that the proposed bills, far from relieving a technical legal anti- 
trust “discrimination” in favor of automobile manufacturers, would single them 
out alone for an unprecedented discrimination against them. It would prohibit 
them, and them alone, from doing what the manufacturer of any other product 
in the country may do, namely, to the financing and insuring of the sales of its 
own product whenever that appears to be necessary or desirable. 

In the course of his argument, Mr. Arnold suggests to this subcommittee that 
Ford proposes to enter the financing business because it “has given up any hope 
of relief by the Government” (p. 259), and “has given up hope that the De- 
partment of Justice will protect Ford” (pp. 261-262). It is plain, however, that 
it is Mr. Arnold—and not Ford—who has lost faith in the Government and the 
antitrust laws. The only “hope” that Ford has given up is that the independent 
finance agencies will offer fair and competitive rates and services to our dealers 
and customers—rates and services that they deserve and should have. 

When Ford originally entered into its consent decree of 1938, it left to the 
outcome of the litigation between General Motors and the Government the 
question whether affiliation between an automobile manufacturer and a finance 
company violated the antitrust laws. Ford made certain that if the GM-GMAC 
affiliation were not dissolved for any reason, Ford would be free to enter the 
financing and insurance businesses, if a need to do so appeared. 

Ford secured its freedom to enter the business in 1952, when its decree was 
conformed to that of General Motors. Since that time Ford and its dealers have 
repeated efforts to induce the independent finance and insurance companies to 
become competitive and offer to our dealers and customers rates and services 
comparable to those offered by GMAC. But we have not met with success. We 
finally gave up hope on them (not the Government or the antitrust laws), and 
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have concluded that we now must avail ourselves of the freedom given us in oy 
1952 decree. 2 

Instead of waiting to see whether the dealers and the public are best serve 
by wider manufacturer participation in the finance and insurance businesses 
and by free competition between them and the other finance and insurance 
agencies, the bills now before this subcommittee would summarily ban all anto. 
mobile manufacturers from the business on the untried theory that the presen; 
antitrust laws are inadequate. In supporting these bills, Mr. Arnold, not Ford, 
is the one who has lost faith in the antitrust laws and the Government, jt 
is Mr. Arnold who is advocating discriminatory class legislation, the effes 
of which would be to create for the benefit of his client and others, a speci) 
exemption from competition, and protection of high profit margins, in a Joy 
risk business. This, we repeat, would do violence to the basic philosophy of 
the antitrust laws and would be contrary to the public interest. 

Professor Turner is a former teacher of economics, and presently is a pro- 
fessor of antitrust law at Harvard Law School. He appeared on behalf of g 
group of independent finance companies, although he, too, hastened to ex. 
plain that the views he presented were his own (p. 364). 

He advanced his argument in support of the proposed legislation from two 
broad propositions: first, that there already is “undue concentration” in the 
automobile industry; and second, that to permit General Motors to continye 
to have, and Ford and Chrysler to acquire, financing and insurance affiliates 
would further that concentration. 

He concluded that since an attack by the Government on “concentration” jn 
the automobile industry might involve several years of delay while the issues 
were litigated, it would be appropriate, in his opinion, for Congress to deg] 
with the problem summarily by enacting the proposed legislation. 

In stating his first proposition, that there is “undue concentration” in the 
automobile industry, Professor Turner presumably is reflecting his views ag an 
economist, and not his conclusions as an antitrust lawyer. What he has over. 
looked as an economist, of course, is the resurgence in recent years of Ford, 
American Motors, and Studebaker-Packard, and the increasing share of the 
market acquired by foreign-made cars. On the other hand, if he states his 
conclusion as a lawyer, he must also be prepared to say that, in his opinion, 
steps should be taken, against General Motors at least, to correct the situation 
under the antitrust laws. But this may be what the Government is laying the 
groundwork for, among other things, in its grand jury investigation of Gen- 
eral Motors in New York. Thus, whether Professor Turner makes his first 
assumption as an economist or as a lawyer, it would afford no proper basis 
for urging passage of the proposed legislation. 

The bills now before this subcommittee would bar completely any automobile 
manufacturer from offering competition in the financing and insurance indus- 
tries, regardless of the size or market share enjoyed by the manufacturer. 
Thus, not only would General Motors be required by legislative fiat to get out 
of the financing and insurance businesses, and not only would Ford and Chrysler 
be barred from them, regardless of need; but also American Motors, Studebaker- 
Packard and all other domestic manufacturers and importers of foreign vehicles, 
present and future, likewise would be prohibited from engaging in a perfectly 
normal, logical and lawful extension of their primary business—that of making 
and selling motor vehicles. In other words, thousands of automobile dealers 
and their customers would be required either to do their own financing or 
depend on the finance companies or the banks for financing arrangements. 
Surely, this is to “burn down the house to roast the pig.” 

The Ford witnesses told this subcommittee on February 27, that Ford Motor 
Co. dealers have been at a competitive disadvantage due to the fact that better 
rates and services are being offered to General Motors dealers and customers 
by GMAC than the rates and services generally available to Ford dealers and 
customers. So far, other financing and insurance agencies have refused to meet 
GMAC’s terms. The better GMAC finance terms represent an overall lower cost 
of doing business by General Motors dealers, and the lower GMAC insurance 
rates directly benefit the consumers of General Motors products. 

In nroposing to enter the automobile financing and insurance businesses, Ford 
merely wishes to afford the kinds of benefits to its dealers and customers that 
are offered to General Motors dealers and customers by GMAC. We think 
that every automobile manufacturer should have the same right as the mant- 
facturers of other products to try to reduce the costs of bringing products to 
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tomers. Far from conflicting with the ideal of free competition and the spirit 

— titrust laws, such a right furthers the objects of both. 
2 “sre aston Turner’s second proposition is that to permit automobile manufac- 
ae aa engage in automobile financing and insurance would promote what he 
Se as “undue concentration” in the automobile industry. He reaches this 
ee ; assuming that Ford would experience great difficulty in getting into the 
result 7 end that it would be practically impossible for Chrysler and the other 
Se aeoiarent to do so. This is not a valid assumption. We again invite the 
oa meron attention to the fact that American Motors already has a finance 
rene for its appliance business, whose activities could readily be extended to 
ep arn le business, and that several truck and farm machinery manufac- 
aaa now have their own finance subsidiaries. In other industries, moreover, 
companies with less resources than the smaller automobile manufacturers have 
entered the business and are financing the sale of their products. 

Professor Turner thus reaches the conclusion that, if the proposed legislation 
is not enacted, the competitive advantage that General Motors enjoys through 
its ownership of GMAC is likely to persist, thus furthering concentration in the 
automobile industry. In the course of his argument, Professor Turner does not 
deny or criticize the beneficial economic consequences that would flow to dealers 
and the public through participation by the manufacturers in automobile financ- 
ing and insurance. Indeed, he concedes those benefits. He Says, however, that 
loss of them is a small price to pay for immediate divestiture of GMAC and a 
statutory ban against Ford and other manufacturers’ entry into the business 
(pp. 366, 368). 4 : , 

Thus, Professor Turner admits the consumer benefits to be derived from the 
freedom of the manufacturers to enter the automobile financing and insurance 
businesses. But on the basis of charges that there is “undue concentration” 
in our industry, with which (he says) the Government either could not cope ef- 
fectively under the antitrust laws, or only after protracted litigation, he would 
ignore the legitimate interests of tens of thousands of small businessmen—the 
dealers—and millions of American consumers, 

We think that Professor Turner is asking the Congress, on behalf of interested 
parties who stand directly to gain the most by the proposed legislation, to make 
an unsound choice of policy; a choice of policy that deliberately would favor 
the parties who least deserve special consideration and protection. 

The final link in the chain of Professor Turner’s argument deserves only brief 
comment. He seems concerned that any successful attempt by the Government 
under the antitrust laws to reduce the “undue concentration” in the automobile 
industry, as he views it, would involve protracted litigation and the passage of an 
extended period of time, during which the “concentration” might increase. Ac- 
cordingly, he expresses the belief that it would be appropriate for Congress to 
correct the situation now, through passage of the proposed legislation, and not 
abide the normal course of litigation under the antitrust laws (pp. 369-370, 371). 

In advancing this reason for the legislation, however, Professor Turner has 
overlooked the fact that where either of the bills enacted into law, General Motors 
confidently could be expected to challenge the constitutionality of the statute 
with all of the vigor and resources at its command. The delays involved in such 
litigation might well approach those that would be involved in an antitrust 
prosecution against General Motors or the automobile industry. In the mean- 
time, the competitive disadvantage suffered by the Ford, Chrysler and other 
dealers not served by GMAC would persist, and the buyers of vehicles not sold 
through GM dealers would continue to be deprived of benefits that rightfully 
should be theirs. 


CONCLUSION 


In their arguments in support of the bills, both Mr. Arnold and Professor 
Turner fail to grasp or ignore the significance of the basic principle involved in 
preserving the right of manufacturers to enter the financing and insurance 
businesses. In their efforts to prevent the manufacturers from financing and 
insuring the sale of automobiles, so as to protect their clients from competition. 
they have overlooked the principal justification for the manufacturers’ right to 
participate in the financing and insurance businesses. The justification is that 
the manufacturers have the primary interest in furthering the distribution of 
their products and reducing costs to their dealers and customers. And in each of 
their partisan contentions, Mr. Arnold and Professor Turner have forgotten the 
interests of thousands of dealers and millions of American consumers. 
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In the interests of dispelling any confusion that might have been engendereg 
with respect to it by the testimony of Mr. Arnold or Professor Turner, we think 
that we should restate our position, as given to this subcommittee on February 97 

We reported that for years we have been attempting, without success, to in. 
duce the independent finance and insurance agencies to offer rates, terms and 
services competitive with those offered by GMAC. We now have decided to ente 
the automotive financing and insurance fields, primarily because of this non- 
competitive attitude of the agencies currently serving our dealers. We believe 
that a Ford subsidiary will offer the competitive rates, terms and services thg 
our dealers and their customers need and deserve. 

We pointed out that such competition as might be offered by automobile man- 
ufacturers could not be said to pose any threat of ‘‘unfair” competition againg 
the finance companies or the banks, in view of the provisions of the antitrust laws 
in general, the Automobile Dealer Franchise Act of 1956 (the so-called good faith 
law) in particular, and the express provisions of the consent decrees outstanding 
against the three largest automobile manufacturers. Any attempt by the manu- 
facturers to obtain finance business by coercion or other improper methods, 
rather than by providing lower rates or better service to dealers and consumers 
would quickly subject them to antitrust proceedings by the Government, pro- 
ceedings for contempt under their consent decrees (in the case of General Mo. 
tors, Ford, and Chrysler, treble damage suits by finance and insurance coy. 
panies whose businesses might be injured, and suits by dealers, claiming that 
they were coerced to use the services of finance and insurance companies affij. 
ated with the manufacturers. 

Finally, we indicated that it it should appear that any manufacturer of auto. 
mobiles had achieved undue concentration of economic power, or was monopoliz. 
ing the automobile business or the finance business, because of its participation jy 
both businesses, the manufacturer would be subject to appropriate action under 
the antitrust laws. 

Briefly, our position on 8S. 838 and S. 839 is that— 

The question for Congress is whether the proposals are reasonably 
directed at the evils sought to be corrected, or whether they would unneces- 
sarily limit competition for the benefit of a particular class of competitors 
and restrict freedom of enterprise in the field of automobile financing 
contrary to the public interest. 

Enactment of either S. 838 or S. 889 would not serve the public interest: 
on the contrary, it would establish for the benefit of independent automo. 
bile finance and insurance institutions an economic sanctuary free from 
competition by vehicle manufacturers; this, in spite of the fact that the 
manufacturers have the primary interest in providing to dealers and con- 
sumers the best possible services and rates for financing and insuring the 
sales of their products. 

If the automobile manufacturers are deprived of the right to enter the 
financing field, it is inevitable that financing charges and insurance rates 
will be higher than if the prohibition did not exist, and the consumer will 
pay the bill. The proposed legislation, therefore, is contrary to the public 
interest and should not be enacted. 


APPENDIX A TO STATEMENT, May 7, 1959 


PROFITS OF FINANCE COMPANIES 


In testimony before the Subcommittee on Antitrust and Monopoly on April 16, 
1959, a representative of Interstate Finance Corp., of Dubuque, Iowa, sug- 
gested that there might be some error in the finance company profit data sub- 
mitted to the subcommittee by Ford Motor Co. on February 27, 1959, inasmuch 
as he could not identify the source of the data for his company. The sub- 
committee invited Ford Motor Co. to comment on the data. 

The reason that the profit percentages presented by the Interstate Finance 
Corp. representative do not agree with the Ford Motor Co. computations lies 
primarily in differing meanings attached to the term “net worth.” 

We have used the term “net worth” to identify the equity in the business 
held by those owning and controlling the business. Generally, this is the 
equity of the common stockholders, except in a case such as GMAC, where the 
common stockholder also owns the entire issue of preferred stock. In ow 
computations we have used the equity at the beginning of each year. 
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The figures presented by the representative of Interstate Finance Corp. 
appear to include the equity of preferred stockholders as well as common stock- 
holders; also, they are based on the average of equities at the beginning and 
end of the year. : i 

We believe that our use of profit percentages based on the equity of those 
owning and controlling the business is appropriate in the circumstances. In 
other circumstances, such as a desire to indicate the protection for debenture 
holders, the inclusion of preferred stock equity would be appropriate. 

One compelling reason, in comparing profit percentages, for using only the 
equity of those owning and controlling the business is the wide variation in 
practice among finance company managements in raising funds through pre- 
ferred stock issues. For example, C.1.T. Financial Corp. has no preferred 
stock outstanding and has not had any since May 1954. In contrast, Inter- 
state Finance Corp. has a rather complex capital structure. The following 
data on the capital stock of the Interstate Finance Corp., as of November 30, 
1958, were taken from the corporation’s annual report for 1958, page 13: 





Number Amount 
of shares 
Preferred stock, $100 par value: 
5 percent preferred: 
Authorized , 10, 000 . 
Issued and outstanding 4, 635 $463, 500 
5} percent preferred: Authorized. issued and outstanding - - 5, 000 500, 000 
514 percent sinking fund cumulative preferred (current sinking fund require- 
ment $10,000): Authorized, issued and outstanding ~ 1, 000 100, 000 
514 percent junior cumulative preferred (current sinking fund requirement, 
$20,000): Authorized, issued and outstanding - 1, 800 180. 000 
Common stock, $5 par value: 
Common: 
Authorized 100, 000 ote 
Issued and outstanding 79, 740 | 398, 700 
B-common 
Authorized 100, 000 sa} 
Issued and outstanding 53, 644 268, 220 
Total capital stock a ‘3 ee re se 1, 910, 420 


Approximately 65 percent of the stated value of this capital stock is repre- 
sented by the various classes of preferred stock, and only $666,920, or 35 percent, 
by common stock. 

We believe that our use of equity at the beginning of the year, rather than an 
average figure, is appropriate. The use of an average normally results in includ- 
ing a portion of the year’s profits in the base against which those profits are 
beign measured. 


APPENDIX B To0 STATEMENT, May 7, 1959 
INTRODUCTION 


An examination of the transcript of the testimony before the Subcommittee on 
Antitrust and Monopoly on April 15-16, 1959 discloses several misstatements of 
fact as well as a number of instances in which contradictory evidence was given 
by different witnesses. 

The purpose of this appendix is to supplement the main body of our statement 
by reference to portions of the testimony of individual witnesses that appear to 
warrant correction and comment. 


TESTIMONY OF THURMAN ARNOLD 


In.another portion of our statement we deal with the legal theories advanced 
by Mr. Arnold. The following comments relate to specific points in his testimony. 

(1) The argument is advanced that a separation of GMAC from GM would 
equalize Ford’s position (p. 258). This is a fallacy. For years GM would con- 
tinue to benefit from GMAC, and under the proposed legislation Ford would be 
foreclosed from organizing its own finance company. This subject is discussed 
on page 11 of our statement. 
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(2) Mr. Arnold says that Ford’s position “has been slipping” since 1952 (p. 
259). The facts do not support Mr. Arnold’s statement. The following figures 
show the trend of Ford Motor Co.’s share of domestic production of passenger 
cars since 1952: 


Ford Motor Co.—Percentage of domestic production of passenger cars 


OO tae a acaba III iti siiciciecdacenrimeitanena 29. 
iit Sat ih acc coded Wi IE ids ans scnhtoiedacddisie 31.0 
DN rao ek thai tat ated “CS eRe: 28 9 
RS dichtienie nail aii 28.4 | 1959 (1st quarter)--._-_________ 29 4 


(3) On page 259 it is asserted that Mr. T. O. Yntema, vice president, finance, of 
Ford Motor Co., is a biased witness because “he is going to be the president of 
the new finance company.” Mr. Arnold is misinformed. There have never beep 
any plans for Mr. Yntema to be president of the finance company. As for bias— 
how can Mr. Arnold with vested interests, past and present, in these issues pre. 
tend to speak without bias. 

(4) Mr. Arnold implies (p. 263) that General Motors sent Ford to testify 
against the proposed legislation. On the very next page, however, he suggests 
Ford is trying to get the legislation passed. These are obviously inconsistent 
positions. 

(5) Mr. Arnold attempts to construct a case that Ford actually favors the pro. 
posed legislation by referring to ‘“Ford’s announcement” of its intention to enter 
the field of automobile financing (p. 264). This evidences lack of familiarity 
with the sequence of events. To the best of our knowledge, the first published 
information concerning our interest in the automobile financing field came not 
from Ford but from C.1.T. Financial Corp., in a prospectus dated January 7, 1959: 

“There are reports that automotive manufacturers not presently having finance 
affiliates are considering formation of such companies. If such companies should 
be established on a nationwide basis, the resulting increase in competition might 
in the future have an adverse effect on the operation of the corporation’s syb- 
sidiaries, the extent of which cannot be estimated.” ° 

In response to numerous inquiries from the press, approximately 1 week later 
Ford issued the following statement: 

“The Ford Motor Co. is planning to enter the new car financing field, but the 
details of our plans have not been completely formulated.” 

If, as Mr. Arnold suggests, we planned to precipitate legislation (which had 
not been introduced at that time) by some type of announcement, it seems that 
we staged the alleged announcement in a singularly ineffective manner. 

(6) On page 264 Mr. Arnold demonstrates his lack of familiarity with the 
financing business. He states that the “little companies” in the automobile 
industry “will never be able to form their finance companies.” For many years 
a subsidiary of American Motors, Redisco, has been in the appliance financing 
business. Operationally, it would be simpler for Redisco to expand into the auto- 
mobile financing business than it would be for Ford to organize an entirely new 
company. It should be noted, also, that many smaller manufacturers in other 
fields have their own financing organizations. 

(7) Mr. Arnold states (pp. 271-273) that GMAC’s “efficiency would not be im- 
paired one whit by the passage of this legislation.” This assertion is contradicted 
on page 358 by the representative of C.I.T., an experienced operating executive, 
who estimates that the GMAC discount rates would tend to rise, 

(8) Mr. Arnold and the C.I.T. representative again oppose each other. On 
page 275 Mr. Arnold says, “I know of no section of administered prices that ever 
go down.” This is contradicted in the following statement from Mr. Lundell on 
page 346: 

“In the past GMAC has consistently maintained an administered price strue- 
ture that has been one-half of 1 percent below the charge made by other finance 
companies. Action by us to meet the GMAC rate probably would have resulted 
in changing their administered price to maintain their differential.” 

(9) On page 281 Mr. Arnold announces that, in his judgment, financing has 
“nothing to do with the price of cars.” We believe that he stands alone in this 
absurd position. 


® Prospectus for $75 million C.I.T. Financial Corp., 454 percent debentures, due Jan. |, 
1979: dated Jan. 7, 1959, p. 7. 
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TESTIMONY OF BR. L. MULLINS, INDEPENDENT BANKERS ASSOCIATION OF AMERICA 


(1) Mr. Mullins’ statement confirms our testimony that where banks are 
interested in automobile financing, they generally offer favorable rates. 

(2) He also confirms some of their operating limitations in the financing field, 
such as a tendency to concentrate on retail paper (p. 296), some objection to fur- 
nishing wholesale floor-plan financing (p. 289), and apparently, a policy of com- 
peting with automobile dealers for automobile financing rather than cooperating 
with them (p. 295). 


TESTIMONY OF PAUL C. JONES, A.8.C. CORP. 


(1) A great deal of Mr. Jones’ testimony is a fruitless effort to prove that 
GMAC’s rates to customers are not lower than those of other finance companies. 
He avoids reference, of course, to the customer rates for physical damage insur- 
ance and group credit life insurance available through GMAC, because of these 
there is a clear differential in favor of the GMAC rates. 

(2) He also confirms the Ford statement that GMAC discount rates are more 
favorable to dealers than those generally offered by other finance companies 
including his own (p. 312), but he still cannot understand why he does not get 
a large amount of business from GM dealers. 

(3) Mr. Jones states (p. 522) that Ford has announced the towns in which it 
will go into the finance business. We have made no such announcement, nor have 
we even determined the potential location of offices. 


TESTIMONY OF L. W. LUNDELL, C.1.T. FINANCIAL CORP. 


Our comments on Mr. Lundell’s testimony have been included in the main 
body of our statement and in cross references in connection with comments on 
the testimony of other witnesses. 


TESTIMONY OF DONALD F. TURNER, HARVARD LAW SCHOOL 


(1) Comments on the legal aspects of Mr. Turner’s testimony are included 
in another portion of our statement. 

(2) On page 366 he confirms that GMAC charges lower rates than other finance 
companies. 


TESTIMONY OF HAROLD GRINDLE, INDEPENDENT GARAGE OWNERS OF AMERICA, INC. 


(1) Mr. Grindle’s testimony does not appear to relate to the proposed legisla- 
tion as the situations of which he complains would not be changed by the legisla- 
tion. His complaint appears to be against the existence of affiliations between 
finance companies and insurance companies, rather than affiliations between 
automobile manufacturers and either finance or insurance companies. 

(2) With reference to Mr. Grindle’s statement on page 374 concerning vehicle 
manufacturers, we state most emphatically that we have no affiliation with, nor 
do we have “working agreements” with any insurance company concerning the 
repair of vehicles sold through dealers. 


TESTIMONY OF D. B. CASSAT, INTERSTATE FINANCE CORP. 


(1) Comments concerning profit data on Interstate Finance Corp. are con- 
tained in appendix A. 

(2) Mr. Cassat shares the reluctance of most finance company witnesses 
to discuss their insurance rates to the customer compared with those of GMAC. 
He directs his remarks frequently toward the level of financing rates to the 
customer which, according to other witnesses, is not determined by the finance 
company but by negotiation between the dealer and customer. In what appears 
to be a reference to discount rates to dealers (pp. 397-398) he denies that the 
GMAC rates are lower than those of other finance companies. This, of course, 
contradicts the previous testimony of the ASC Corp.. witness (p. 312) and the 
C.LT. witness (pp. 350, 355, 358). 
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(3) On page 395 Mr. Cassat attempts to discount the importance of MeSsa ges 
the subcommittee may have received from GM dealers in opposition to the 
proposed legislation, because of a letter written to dealers by GM. This jg a 
particularly interesting line of argument. Mr. Cassat states that he is appear. 
ing before the subcommittee as chairman of the Special Activities Committee 
of the American Finance Conference, a trade association of automobile finan 
companies. In March 1959 the American Finance Conference sent a newsletter 
to dealers (vol. VIII, No. 2) setting forth its support of the proposed legisla. 
tion and concluding with the following request to dealers: 

“Tell your own Senator and Senator Estes Kefauver, chairman, Subcomnit. 
tee on Antitrust and Monopoly, that you favor such legislation. (Their addregg. 
Senate Office Building, Washington, D.C.) ; 

“The time to act is now. Raise your voice—today.” 

It appears that Mr. Cassat’s organization has been engaging in the same type 
of activity that he deplores in the case of GM. , 


CHRYSLER Corp., 
Detroit, Mich., March 10, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR Keravver: During Chrysler Corp.’s recent appearance before 
the Subcommittee on Antitrust and Monopoly on February 26, 1959, Senator 
O’Mahoney requested a further statement be filed with the committee explain. 
ing certain language appearing on page 15 of our statement (pp. 438 and 439 
of the record) that Mr. McHugh had questioned. The questioned language js 
as follows: 

“The automobile manufacturing company’s primary concern is the design, 
building, distribution and sale of automotive products. Its object is to conduct 
engineering, manufacturing and distributing operations as efficiently as possible, 
to place its products before the public in the most favorable light possible and 
to develop an effective and vigorous dealer organization to sell them. While the 
company must seek a reasonable return from any financing operations, just 
as it must seek a reasonable return on all other phases of its business, the 
company’s main interest in financing must be to assure effective and efficient 
distribution of its products—and such a goal is in the public interest.” 

What this paragraph means is that Chrysler would not enter the finance 
business unless it felt that it could make a reasonable return on its investment 
and provide a needed service to its dealers and the public. We would want to 
secure fair, reasonable and adequate financing for our dealers and the public, 
rather than just looking at the business as an investment opportunity. 

If Chrysler entered this field, our reasons for doing so, as explained in our 
statement, would be to remove noncompetitive financing deficiencies where 
and to the extent they exist, so that our dealers and customers in all parts 
of the country might enjoy the benefit of wholly satisfactory financing arrange- 
ments. However, our view is that, regardless of the reasons for entering the 
business, any financing company would have to be soundly managed as an in- 
dependent financial institution. We would have to consider such an insti- 
tution as an affiliate, rather than a subsidiary in the traditional sense. 

Furthermore, the need to approach the question in this manner is a matter of 
necessity as well as good business judgment. The overriding fact is that the 
ability of such an affiliate to borrow continuously and heavily from outside 
sources would be essential to its success. Accordingly, it would be absolutely 
necessary to gain and maintain the respect and confidence of lending institutions 
throughout the country. This could not be accomplished if the policies of the 
financing affiliate were subordinate to the pressures of the day-to-day sales and 
operating problems of the manufacturer. 

We hope the foregoing will be helpful in clarifying Chrysler’s position. If 
there is anything further you would like in this regard, we would be happy to 
submit it. 

In addition, I have noted that on page 444 of the transcript I am quoted as 
saying: 

“On the other hand, in 1937 we had approximately 30 percent of the retail 
sales ; 1957 we had approximately 20 percent of the retail sales.” 

The figure of 30 percent for 1937 is not correct and was not what I meant to 
say, as I wanted to refer only to 1957 and corrected myself in the latter part of 
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the sentence. I would appreciate it if that part of the first half of the sentence 
reading “1937 we had approximately 30 percent of the retail sales; be deleted 
from the record or, if left in, that the figure “30” be corrected to read “25”. 
It was a pleasure seeing you and the other Senators again. 
Yours very truly, 
F. W. MIscu. 


GENERAL MOTORS STATEMENT ON SENATE BILLS 8S. 888 AND S. 839 


This statement sets forth the position of General Motors with respect to Sen- 
ate bills S. 888 and 8. 839. 

In the past General Motors has appeared before the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the Judiciary and, as the record 
shows, has testified freely with respect to General Motors Acceptance Corp. and 
the relationship of GMAC to General Motors. 

However, in this instance, as the subcommittee was informed by telegram 
dated February 17, General Motors is not making a personal appearance before 
your subcommittee because it believes that it would be improper and contrary 
to accepted principles of American jurisprudence for General Motors to be ex- 
posed to questioning by a congressional subcommittee with respect to any matter 
which at the same time is the subject of a criminal grand jury investigation. 

It was felt that the corporation should be permitted—and it has been granted 
permission—to express its position with respect to the proposed legislation, which 
if enacted would deny General Motors the right to continue a business activity 
that it has carried on for 40 years and would substantially restrict competition 
in the automobile finance field contrary to the public interest. 

This statement will be divided into two sections: 

(1) The position of General Motors Corp. with respect to the proposed 
legislation, and 
(2) The position of GMAC in the installment credit industry. 


SUMMARY 


GENERAL MOTORS’ POSITION 


General Motors considers the proposed legislation before the subcommittee as 
set forth in Senate bills 8. 838 and 8S. 8389 prejudicial not only to its interests 
and the interests of automobile dealers but more importantly to those of the 
public and the economy of the country. 

These two bills represent class legislation in a most extreme form. ‘Their 
enactment would discriminate against a single group of manufacturers—an 
unsound and dangerous precedent. 

The Supreme Court has consistently recognized that a discrimination having 
no reasonable relations to the difference between two classes of companies is 
arbitrary and unconstitutional. The Federal Trade Commission, in testifying 
with respect to this legislation before this subcommittee, stated that it has 
traditionally opposed variations of the general antitrust laws to govern conduct 
applicable only to one segment of our economy. 


The rights and responsibilities of the manufacturer 


It is entirely reasonable as well as necessary for a manufacturer to be con- 
cerned with the retail financing of his products—with the terms customers re- 
ceive, with the cost of financing to customers and with the treatment accorded 
them by the financing sources in the normal course of their relationship with 
such customers, as well as with all other phases of the installment credit busi- 
ness. There is no reason, either from the business or the legislative viewpoint, 
why an exception should be made in the case of automobile manufacturers to 
the practice of assuming a measure of responsibility for proper arrangements 
for installment credit on its products. 

Any advantage that General Motors may derive from its ownership of GMAC 
is one that any company derives from a well-managed, well-run and profitable 
operation that benefits its customers and its dealers by assuring them adequate 
financing facilities for its products at competitive rates. Such a relationship 
is assuredly a legitimate one, and no undue advantage accrues to GM. 
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The importance of competition 


Additional competition in the installment credit field would be of definite 
benefit to customers, to dealers and to the economy generally. Accordingly 
automobile manufacturers should continue to be permitted to assume whatever 
measure of responsibility for the proper financing of installment credits applica. 
ble to consumer purchases of passenger cars they may wish. They should not 
be arbitrarily prevented from competing in this financing field. This practice 
is certainly not uncommon in the sale of farm equipment, appliances, furniture 
and numerous other products. 

The consumer and the public are best served by a competitive system in which 
the producing and servicing units compete for the consumer's favor. It is not 
the function of competition to benefit competitors. The function of competition 
is to benefit the consumer and hence society. This is the important consjq. 
eration. 

By the same token, the purpose of the antitrust laws is to protect the public 
by promoting competition. Yet all the arguments favoring this legislation ignore 
this point. No arguments have been presented showing how consumers wil] 
benefit—or even whether they will benefit. It is the conviction of Genera) 
Motors that consumers will not benefit and that the public interest will not be 
served by the adoption of this legislation but may well be prejudiced by jp. 
creased costs. 


THE POSITION OF GMAC IN THE AUTOMOBILE INSTALLMENT CREDIT INDUSTRY 


GMAC has been a leader in establishing sound installment credit policies 
and practices. It has had a stabilizing influence on the industry which has 
been apparent over the years in many areas. 

It is argued that General Motors dealers must use GMAC. With respect 
to cars sold by GM dealers and financed on time, well over 50 percent are 
financed by sources other than GMAC. General Motors Acceptance Corp, 
offers a service that dealers may make use of if they so desire. They may or 
may not use it to finance their own wholesale purchase of automobiles, or they 
may or may not use it to discount the notes of their customers. ; 

The retail customer may also elect to use the finance service provided by 
GMAC or that of someone else or none at all as he wishes. Many of them 
do not use GMAC. The fact is GMAC handles relatively a small percentage of 
the Nation’s automobile installment financing. In 1958, for example, of auto- 
mobile installment credit extended, banks accounted for 45 percent: sales finance 
companies other than GMAC, credit unions, etc., accounted for 39 percent, and 
GMAC accounted for only 16 percent. 

Critics exaggerate GMAC’s participation in the retail installment credit in- 
dustry by offering incomplete charts and statistics. They refer only to the por- 
tion of total credit extended by sales finance companies and ignore the fact 
that a high percentage of the automobile installment credit business has been 
obtained by banks and other non-sales-finance sources. 

It has been stated that GMAC, due to its association with General Motors, 
ean borrow money at considerably lower rates than its competitors. That is 
not so. There is practically no difference between the interest costs of GMAC 
and those of its principal competitors. 

It has also been said that GMAC, due to its association with General Motors, 
ean borrow money without giving its creditors as much protection as is required 
from its competitors. Such advantages, if any, that GMAC has in this area 
are attributable to its record of performance over the years. 

The above represents a summary which is documented in the balance of this 
statement which follows. 


THE NATURE OF THE LEGISLATION 


It is desirable first to comment on the declared purpose of the legislation as 
set forth in section 2(a) of S. 839. 

Section 2(a) states: “The Congress finds that the manufacture of autome 
biles and their distribution in interstate and foreign commerce constitutes a 
major element of the trade and commerce of the United States upon which the 
prosperity of the Nation depends in large part; * * *.” 

General Motors acknowledges that the manufacture and distribution of auto 
mobiles in interstate and foreign commerce is one of the important elements 
of the trade and commerce of the United States. 
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Section 2(a) continues: “* * * that a large percentage of all automobiles 
purchased by consumers are financed and insured by agencies engaged in the 
pusinesses of providing such financing and insurance to consumers ; wes 9 

“Agencies engaged in the businesses of providing such financing and insurance 
to consumers”; i.e., sales finance companies and their insurance affiliates, han- 
died only 42 percent of this business last year on a dollar volume basis. The 
palance of 58 percent was obtained, 45 percent by banks and 13 percent by other 
sources such as consumer finance companies, credit unions, miscellaneous lend- 
ers and individual automobile dealers. ; ; : 

Section 2(a) continues: “* * * that financing and insuring automobiles 
through finance and insurance agencies owned or controlled by automobile man- 
ufacturers is widespread; * * *.” : , ; rs 

There is no factual justification for this assertion. GMAC, its subsidiary 
MIC, and GEIC, a subsidiary of General Motors, are the only finance and in- 
surance agencies “owned or controlled by automobile manufacturers” as defined 
in §. 889. In 1958 GMAC purchased 16.2 percent of the total dollar volume of 
financing of passenger cars at retail. GMAC’s percentage was as high as 31.1 
percent in 1932. Postwar it has never exceeded the 18.4 percent reached in 
Ue. 
aun 2(a) continues: “* * * that the increase in the use of such practice 
is threatened; * * *.” 

General Motors believes that increased competition in this area would be of 
definite benefit to consumers, to dealers and to the economy generally. 

Section 2(a) continues: “* * * that by reason of the great economic power 
and the vast nationwide dealer organization of automobile manufacturers such 
manufacturers possess unique capability to exclude independent entrepreneurs 
from the businesses of financing and insuring the purchase of automobiles by 
consumers; * * *.” 

The fact is that the alleged “unique capability” does not exist since more 
than one-half of new and used passenger cars sold on time in 1958 by GM deal- 
ers were financed by sources in which neither General Motors nor any other au- 
tomobile manufacturer had an ownership interest. The automobile dealer is an 
independent businessman, and he alone makes the selection of the agencies to 
which he sells his retail receivables. Legally and practically, the automobile 
dealer is free to do business with whom he chooses. The record is clear that 
this is the fact. 

Section 2(a) continues: “* * * that the financing and insuring of such pur- 
chases by automobile manufacturers and instrumentalities thereof does in fact 
restrain commerce in such businesses.” 

The record established by the commercial banks of the country in effectively 
entering this field refutes this statement. Traditionally, established banking 
institutions had not recognized the extension of installment credit to consumers 
as a proper banking function. It was not until the 1930’s that commercial banks 
ventured into this type of financing to any great degree. During the 1930’s the 
number of banks engaged in retail financing and their participation in this 
business steadily increased, despite the fact that, in this period and until late 
1988, major automobile companies had interests in finance companies competing 
for automobile installment credit business. By the end of 1940 banks were hold- 
ing 29.7 percent of outstanding automobile installment credit. By the 
end of 1958 they had increased their holdings to 43.4 percent of credit 
outstanding. For the vear 1958 they accounted for 45.2 percent of all auto- 
mobile retail installment credit extended. 

This demonstrates that there is no basis in fact for the statement that com- 
merce has been restrained in this business. 

Section 2(a) continues: “* * * that by reason of such restraint consumers 
are deprived of the benefit of full and free competition in such businesses; * * *.” 

As stated above, the facts do not support the statement that there has been 
“restraint” in any area. Consumers have had the benefit of full and free com- 
petition. Furthermore, they, as well as dealers, have had the benefit resulting 
from the effect on the industry of GMAC’s sound policies and good management. 

Referring to the unsupported finding that consumers are being deprived of 
the benefit of full and free competition, section 2(a) concludes: “* * * and that 
such deprivation tends to enhance the costs incurred by consumers in the fi- 
naneing and insuring of automobile purchases, to restrain trade and commerce 
in automobiles, and to promote the monopolization of the production, distribu- 
tion, sale, financing, and insuring of passenger automobiles by automobile 
manufacturers and instrumentalities thereof.” 
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These conclusions are not supported by the record and experience of the past 
As hereinafter demonstrated, the competition provided by GMAC has had a 
salutary influence on “costs incurred by consumers in the financing and insuring 
of automobile purchases * * *.” Trade and commerce have been stimulated, hot 
restrained. Consumers always have been able to exercise free choice in the 
purchase of automobiles. This freedom is evident from the fluctuations in gaje. 
experienced by manufacturers, a record which discredits any charge of mo- 
nopolization of the production, distribution, sale, financing, or insuring of 
passenger automobiles. 

Bills S. 838 and §S. 839 differ from each other in certain important respects 
S. 889 would be a supplement to the Sherman Act and the Federal Trade Com, 
mission Act, thus providing for criminal as well as civil action to enforce the 
proposed law. S. 838 would become a civil statute only. Its provisions are 
limited to the financing of certain products, whereas S. 839 would prohibit both 
financing and insuring. 

Bill S. 838 goes beyond bill S. 839 in two other respects. It would prohibit 
manufacturers of motor vehicles (defined as passenger cars, trucks, buses, stg. 
tion wagons and off-the-road earth-moving machinery) or their representatives 
from owning or maintaining any facilities for financing the sale at Wholesale 
or retail of any type of motor vehicle manufactured by such corporation. Sg. 
ondly, it would prohibit a manufacturer from financing the sale of such ye 
hicles at wholesale as well as at retail, except “That nothing herein shal] pre 
vent such corporation, when making sales of its motor vehicles at wholesale, 
from permitting the purchaser to pay for such motor vehicles within a reasonable 
time after purchase at no additional charge.” 

This latter exemption would merely result in an increase in price to reflect 
added financing costs. 

Neither S. 8838 nor S. 839 mentions GM and GMAC by name. However, 
it is apparent that the relationships between GM and GMAC and their insurance 
affiliates are the sole existing targets of S. 839 since the bill is directed at mann. 
facturers of passenger cars and at their passenger car financing and insurance 
activities. General Motors Corp. is the only manufacturer of passenger cars 
which has financing and insuring affiliates. General Motors Acceptance Corp. 
and General Exchange Insurance Corp. are wholly owned subsidiaries of Gen- 
eral Motors Corp. Motors Insurance Corp. is a wholly owned subsidiary of 
General Motors Acceptance Corp. 

While S. 838 is directed at manufacturers of trucks, buses and off-the-road 
earth-moving machinery as well as manufacturers of passenger cars, the pro- 
hibited activity is “financing” not “financing and insuring.” The sponsor, in his 
statement made when the bill was introduced in the Senate stated that, “The 
bills are different, but only slightly different.” He also referred to the past 
activities of General Motors, Ford, and Chrysler and their affiliated finance 
companies. Ford and Chrysler have not had affiliated finance companies for 
many years. The sponsor made no reference to financing activities by any other 
automobile or motor vehicle manufacturer. 

However, his statement also discussed the financing activities of Yellow 
Manufacturing Acceptance Corp., a wholly owned subsidiary of General Moters 
Corp. Yellow Manufacturing Acceptance Corp., referred to as YMAC, was at 
one time a wholly owned subsidiary of Yellow Truck & Coach Manufacturing 
Co., in which General Motors Corp. had a stock interest. In 1948, General 
Motors Corp. acquired all the assets of Yellow Truck & Coach Manufacturing 
Co. in exchange for common stock of General Motors Corp., which became the 
owner of all of the stock of YMAC. A description of the business of YMAC, 
as set forth in its financial report as of June 30, 1958, is presented as exhibit 
A. 

Bill S. 8838 would prevent General Motors from owning and operating YMAC 
as well as GMAC. The principal objections which are advanced in connection 
with GMAC are, therefore, applicable to YMAC. 

Bill S. 839 would prohibit any automobile manufacturer from engaging in 
business directly or indirectly as an automobile finance agency or as an auto 
mobile insurance agency, and the terms “automobile” is defined as any passenger 
automobile. 

Section 2(a) of S. 838 provides: 

“Tt shall be unlawful for any corporation, its subsidiaries, officers or em- 
ployees, engaged in the manufacture and sale in interstate or foreign 
commerce of motor vehicles, or any person or corporation which acts for and 
is under the control of such corporation, to own or maintain any facilities 
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for financing the sale at wholesale or retail of any type of motor vehicle manu- 
factured by such corporation : Provided, That nothing herein shall prevent such 
corporation, when making sales of its motor vehicles at wholesale, from per- 
mitting the purchaser to pay for such motor vehicles within a reasonable time 
after purchase at no additional charge. 

Section 2(b) of S. 839 reads as follows: 

“It is the purpose of this act to preserve and promote competition in the 
pusinesses of insuring and of financing the purchase of automobiles by con- 
sumers by (1) declaring the conduct of such businesses by automobile manu- 
facturers or instrumentalities thereof to be in violation of existing antitrust 
laws, and (2) making all remedies provided by such laws available for the 
purpose of preventing the evils described in subsection (a).” 

In other words, the proposed legislation seeks to make it illegal for manu- 
facturers in a single industry to engage in certain business activities which 
manufacturers in other industries may legally and freely conduct. The prohi- 
bition applies to this limited group of manufacturers, regardless of how well 
they may conduct such business activities or how much the conduct of such 
business activities by these manufacturers may otherwise be in the public in- 
terest by virtue of the competition and business standards they have provided 
in the past and may be expected to provide in the future. 

In 1916, the Supreme Court of the United States held that a statute relating 
to the business of refining sugar which created the rebuttable presumption that 
any person systematically paying in the State of Louisiana a less price for 
sugar than he pays in any other State is a party to a monopoly or conspiracy 
in restraint of trade, was unconstitutional under the equal protection and due 
process provisions of the 14th amendment, the classification therein, if not con- 
fined to a single party, being so arbitrary as to be beyond possible justice, and 
the presumptions created having no foundation except on intent to destroy. In 
the opinion of the Court, in McFarland v. American Sugar Refining Co. (241 
U.S. 79, 86), Mr. Justice Holmes stated : 

“The statute bristles with severities that touch the plaintiff alone, and raises 
many questions that would have to be answered before it could be sustained. 


x * * * * * 


“As to the presumption, of course the legislature may go a good way in prais- 
ing one or in changing the burden of proof, but there are limits. It is ‘essential 
that there shall be some rational connection between the fact proved and the 
ultimate fact presumed and that the inference of one fact from proof of 
another shall not be so unreasonable as to be a purely arbitrary mandate.’ 
Mobile, Jackson & Kansas City R.R. vy. Turnipseed (219 U.S. 35, 43). The pre- 
sumption created here has no relation in experience to general facts. It has no 
foundation except with tacit reference to the plaintiff. But it is net within 
the province of a legislature to declare an individual guilty or presumptively 
guilty of acrime. If the statute had said what it was argued that it means, that 
the plaintiff’s business was affected with a public interest by reason of the plain- 
tiff’s monopolizing it and that therefore the plaintiff should be prima facie pre- 
sumed guilty upon proof that it was carrying on business as it does, we suppose 
that no one would contend that the plaintiff was given the equal protection of the 
laws. We agree with the court below that the act must fall as a whole, as it 
falls in the sections without which there is no reason to suppose that it would 
have been passed.” 

The Supreme Court of the United States has consistently recognized that a 
discrimination that has no reasonable relation to the difference between two 
classes of companies is arbitrary and unconstitutional. The Supreme Court 
has repeaterdly held that “mere difference is not enough” and that “the at- 
tempted classification must always rest upon some difference which bears a 
reasonable and just relation to the act in respect to which the classification is 
proposed.” See Hartford Co. v. Harrison (301 U.S. 441 (1987) ). 

It is worthy of note that the Supreme Court recently cited the Hartford Co. 
case with approval and ruled that “a statutory discrimination must be based on 
differences which are reasonably related to the purposes of the act in which it 
is found.” Morey v. Doud (354 U.S. 457, 465 (1957) ). 

; It would be arbitrary for Congress to permit other manufacturers who operate 
finance companies incidental to their main business to continue to do this but 
prohibit automobile manufacturers and distributors from having finance af- 
filiates ; just as in the Hartford Co. case, a State statute which permitted mutual 
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insurance companies to act through salaried resident employees but excludeg 
stock insurance companies from the same privilege was found to be arbitrary 
and unconstitutional. ‘ 

The proposed legislation would represent a basic and fundamental change jp 
the legislative and public policy of the Congress. The recent 84th Congress 
recognized the reasonableness, if not the necessity, of permitting industrig) 
concerns to have bank affiliates when incidental to their main business. In ep. 
acting the Bank Holding Company Act in 1956, Congress specifically exempteq 
companies which owned or controlled a bank which was operating as an aid to the 
main business of the company. During the hearing Senator Lehman sgajiq 
(p. 61): 

“IT think it was important to indicate that the banks were incidental to the 
larger business of these concerns like Grace & Co. and some chemical companies 
and Gimbel Bros. * * *. It appears to me, at least, and possibly to other mem. 
bers of the committee, that the banks were incidental to the general and much 
larger business that they had. Whether that is right or wrong I do not know 
but I think that is the reason why this exemption was made.” 

In other words, in the Bank Holding Company Act, Congress determined that, 
as a matter of policy, an exemption should be made to permit industrial many. 
facturing concerns to own a bank where it was incidental to and in aid of the 
main line of business activity. 

The proposed legislation, which would deprive General Motors of a financing 
affiliate whose activities are incidental to the corporation’s main business, 
is thus completely inconsistent with the present law and contrary to the pub. 
lic policy which Congress attempted to implement by the exemption to the 
Bank Holding Company Act which permits manufacturing concerns to have g 
bank. There is no logical basis for a distinction between legislation which 
specifically permits any manufacturer to own a bank and a statute that would 
not permit a manufacturer to have a finance affiliate. 

To some extent at least, statements of persons who were unwilling publicly 
to identify themselves, have influenced the introduction of one of these bills, 
In a statement to the Senate when S. 838 was introduced, Senator O’Mahoney 
made the following remarks: 

“During the 1955 hearings, the subcommittee undertook a study of the acquisi- 
tion of the Euclid Road Machinery Co. by General Motors. Sales of road ma- 
chinery equipment were being financed through GMAC. The report suggested 
that the previous history of General Motors supported the belief that the com- 
pany would soon acquire a dominant position in the earth-moving equip 
ment field, and that the great financial strength of the General Motors Corp. 
would be instrumental in achieving this goal. Since the date of these hearings, 
both competitive manufacturers and dealers, who have asked to remain anony- 
mous for fear of retaliation, have furnished information to this subcommittee 
that Euclid has been acquiring business by means of its ability to offer extrava- 
gant finance terms which none of its competitors could meet.” 

It is regrettable that without any foundation in fact a charge should be 
suggested of possible retaliatory action on the part of General Motors against 
competitive manufacturers and dealers furnishing information to the Subcom- 
mittee on Antitrust and Monopoly of the Senate Committee on the Judiciary. 

In the 1955 hearings of the subcommittee to which the Senator referred, the 
question of reprisals was also raised but was put to rest in a colloquy which 
took place on December 2 with respect to reprisals against potential witnesses 
(hearings before the Subcommittee on Antitrust and Monopoly of the Commit- 
tee on the Judiciary, U.S. Senate). This is set forth more fully in exhibit B. 

Furthermore, in this connection a reference to the record of the conviction of 
General Motors in 1938 of violation of the antitrust laws would be appropriate. 
The corporate defendants in that case were General Motors Corp., General Mo- 
tors Sales Corp., General Motors Acceptance Corp., and General Motors Accept- 
ance Corp. of Indiana. There were 19 individual defendants, including the 
chairman of the board, the president, 3 vice presidents, and 7 other representa- 
tives of General Motors Corp.; the president, 4 vice presidents, and 1 other 
representative of General Motors Acceptance Corp. ; and 1 individual erroneously 
indicted. Some of the individual defendants were also officers of General Motors 
Sales Corp. or of General Motors Acceptance Corp. of Indiana. 

The trial lasted 6 weeks. Despite the fact that the alleged conspiracy and 
coercive acts could be perpetrated by the defendant corporations only through 
acts of their officers and representatives, the jury found the corporate defendants 





an 





guilt 
indi 


civil 
coul 
spir 
agai 
defe 


inst 
fron 
of 4 
furl 
tain 
dea 
coe! 
test 
chis 
coe) 
was 
any 


De} 
civi 
sub 


siol 
res 
oe 


fins 
tie 
of 

rel! 


div 








the 


ing 
88, 
ub- 
the 


ich 
ald 


ely 
Ils. 
1ey 


isi- 
na- 
ym- 
lip- 
rp. 


Zs, 
ny- 


va- 


her 
sly 
ors 
ind 


nts 


AUTO FINANCING LEGISLATION 44] 


guilty, but all individual defendants were acquitted of all charges in the 
ee atiy, of the several thousand dealers in possession of a prima facie 
civil case against General Motors by virtue of the criminal conviction if they 
could prove injury and a causal connection between such injury and the con- 
spiracy established by the criminal conviction, only seven dealers filed civil suits 
against General Motors for treble damages. General Motors Corp, successfully 
defended all seven actions, with jury verdicts in two of them. : 

Following the criminal conviction at South Bend, the Department of Justice 
instituted a civil action seeking divorcement of General Motors Acceptance Corp. 
from General Motors Corp. Attorneys for the defendants requested the names 
of all dealers whom the Government claimed had been coerced, and these were 
furnished by the Government upon order of the court. The list furnished con- 
tained the names of approximately 400 dealers, and depositions of all these 
dealers were taken. Fewer than 10 dealers of the 400 gave evidence of any 
coercion. Moreover, of the South Bend witnesses, some eight dealers who had 
testified for the Government at the criminal trial and who were still enfran- 
chised dealers, testified that following their testimony they had never been 
coerced, molested, or discriminated against. The total result of the depositions 
was such that the Government was willing to negotiate a consent decree without 
any provision for divorcement. 

Pertinent also is a statement of the attorney, who, as a representative of the 
Department of Justice was in charge of the criminal prosecution and subsequent 
civil action and who approved the consent decree. In 1955, testifying before the 
subcommittee, he stated as follows: 

“Mr. BALDRIDGE. No, Senator; I think that the Sherman Act itself, the provi- 
sions of which are as broad as constitutional provisions, is sufficient to meet any 
restraint-of-trade situation that might develop in any industry. 

“The act has been interpreted case by case and over a period of time, you 
finally get the courts to decide that this practice, that practice, or another prac- 
tice, is or is not a violation, and having passed the determination of the question 
of liability, then it is necessary to make sufficient showing to get the type of 
relief that you desire. 

“In this case we were successful only in getting injunctive relief rather than 
divestiture.” 


THE POSITION OF GMAC IN THE AUTOMOBILE INSTALLMENT FINANCING INDUSTRY 


In view of the fact that the proposed legislation is directed principally at the 
ownership of GMAC by General Motors, the presentation of some facts about 
GMAC would appear to be pertinent. 


The origin of GMAC 


In the early days of the industry, automobiles were regarded as a luxury, an 
expensive toy or as equipment for a form of sport. They were purchased pri- 
marily by people of means and paid for principally with cash. 

By the second decade of this century two things were happening. The utility 
of the automobile was becoming evident, and spendable income of people in the 
middle and lower income groups was increasing. Many people desired to provide 
their own transportation and were interested in purchasing automobiles. In 
many instances, they could not buy a car for cash, but they were in a position 
to purchase one on a monthly payment plan. Dealers, however, did not have the 
capital to provide this service for prospective customers. 

Banks failed to respond to this need for dealer and consumer credit, and so 
the few existing sales finance companies, which had come into being after the 
turn of the century to finance the purchase of certain other durable consumer 
goods on an installment credit basis, entered the automobile field. However, 
the coverage of the field could not be considered adequate. 

General Motors Acceptance Corp., was formed by General Motors Corp., and 
incorporated under the banking laws of the State of New York on January 24, 
1919. Its purpose was to provide, under uniform policies and rules, a national 
finance service for GM dealers and their retail customers at attractive time- 
price differentials. Such a finance service was considered as essential to the 
proper merchandising of cars as was the encouragement of dealers to discharge 


their responsibility for maintaining suitable car maintenance facilities and 
service. 
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In the 1920’s a spokesman for General Motors stated the position of the ¢op. 
poration with respect to the financing of cars sold on deferred payments as 
follows: 

“So far as General Motors is concerned, our policy in the financing of sales js 
a conservative one. 

“We believe that financing should be made available for everyone whose eeo- 
nomic position is such as to justify ownership. 

“Further, we believe in assuring the purchaser the lowest possible charge 
for financing that an economically managed organization with large volume, 
operated on conservative lines, makes possible; and at the same time make g 
reasonable return on the capital necessarily employed in the financing operations, 

“It is exactly the same principles that we are trying to follow everywhere— 
giving the public the most value we possibly can for the money—recognizing 
that it is the total cost to the public in the long run that must measure the 
number of cars that the public can use. 

“On the other hand, we do not believe in downpayments so small, extension 
of credit so long, or the selling of cars on conditions that mean in reality the 
renting of the car rather than the selling of the same. The cost of such a pro- 
cedure is an economic loss and a substantial one and must, like all such losses, 
be borne by the public.” 


Influence of GMAC 


GMAC has had a constructive influence on the automobile installment finance. 
ing field. This influence has been apparent over the years in many areas, 
GMAC policies and practices have been important factors in the improvement 
of standards for the industry. 

During the last session of Congress, the Interstate Commerce Committee of 
the Senate conducted hearings to investigate the automobile finance and insur- 
ance fields. The testimony before the committee showed that there were wide. 
spread abuses in misclassifications of customers for insurance purposes which 
resulted in many owners paying higher premiums for physical damage insur- 
ance than they should have been charged. This investigation showed, as did a 
somewhat earlier investigation by the insurance commissioner of the State of 
New York, that GMAC and its insurance affiliates, rather than having been 
guilty of any questionable activities, had actually maintained a standard which 
eliminated even the possibility of such abuses. 

In a hearing before the Subcommittee on Automobile Marketing Practices 
of the Committee on Interstate and Foreign Commerce, U.S. Senate, a representa- 
tive of the Association of Better Business Bureaus testified on March 18, 1957, 
as follows: 

“From the outset, too, one of the Nation’s largest national finance companies 
scrupulously refrained from becoming embroiled in this clever money-grabbing 
device. The Nation’s better business bureaus lack so much as a scintilla of 
evidence to connect this company and its insurance afliliates with this un- 
paralleled plan.” 

On August 7, 1958, at a continuation of the same hearing, the chairman of 
the subcommittee stated : 

“Insurance subsidiaries of finance companies should still be able to cope with 
risk classifications. This is demonstrated by the fact that the subsidiary in- 
surance company of the Nation’s largest finance company, which also handles 
its collision insurance writing as outlined above, has not been accused of 
misclassification.” 

On that same day, a representative of the National Automobile Underwriters 
Association testified : 

“Se far as we know, and so far as the records indicate in the press and from 
other sources, Motors Insurance and General Exchange Insurance Co. have been 
given a clean bill of health as to classification, and that is the result, I think, 
of examinations that have been made at various branch offices by personnel 
of the various insurance departments. All indications we have is that this 
company has been classifying all of their risks properly all along.” 

Subsequently, on November 12, 1958, Senator Monroney, chairman of the 
subcommittee, in a talk before the Chicago Better Business Bureau, Inc., said in 
discussing the hearings held by his subcommittee: ‘It was also in contradiction 
to the experience of GMAC who was never involved in this rate deal.” 

The GMAC standard for the cost of group life insurance to cover the unpaid 
balance in the event of the death of the borrower has yet to be met by any of its 
competitors. 
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On the question of “terms,” GMAC has continually counseled both dealers 
and purchasers as to sound principles and good practice in the use of installment 
credit. This is evidenced by many years of extensive national advertising on 
the theme of “pay down as much as you can and the balance as soon as you can.” 
This advertising program extends back into the thirties. 

Customer rates constitute another area in which GMAC has been active in 
recognizing the interests of the customer. In recent years many States have 
assumed the responsibility for customer protection through legislated maximum 
rates, but where no legislation exists, GMAC will not purchase contracts from 
a dealer if the rate charged to the customer by the dealer exceeds the legal 
maximum in neighboring States. The GMAC 1957 Annual Report states in 
reference to legislated finance charges: 

“These ceilings vary among States. In some instances they seem unduly 
high or, at least, not sufficiently low to eliminate unfavorable comment, even 
though approved by the duly elected representatives of the people. GMAC 
urges all concerned with such legislation to adopt a realistic approach and to 
sponsor provisions which will result in fair treatment for all and a favorable 
atmosphere for this type of activity.” 

The State laws usually cover other aspects of installment financing, including 
charges for group life insurance, full disclosure of all costs, rebates, delinquency 
charges, etc. As to all these requirements, the GMAC method of operation has 
always been well within any legislated procedure. GMAC has its own legitimate 
interest in making sure that, from the beginning to the end of his ownership, 
the purchaser of a General Motors car, or of a used car of any make, from a 
General Motors dealer remains a satisfied customer. 

Over a period of 40 years, the consumer has learned that his interests are 
recognized by GMAC. The standard set up for comparison has been most 
effective. 

In the best interest of the economy, GMAC believes that it is desirable for the 
dealer to be responsible on a time sale transaction to a degree sufficient to assure 
that he exercise his judgment, along with that of GMAC, as to the credit of the 
borrower, the collectibility of the account, and the terms of sale. To the degree 
that the dealer takes such limited responsibility, GMAC believes that he is entitled 
to receive a sufficient portion of the finance charge to protect him against the 
risks assumed and to reimburse him for his added costs. Some dealers prefer 
to establish a ceiling on their maximum liability for losses on repossessions rather 
than to have an unlimited commitment. They may do so by separate agreement 
with GMAC, but their interest in the collectibility is still maintained. GMAC 
believes that this approach makes for better credits at lower costs. 


MARKET POSITION OF GMAC 


Considered broadly, GMAC has grown with the automobile industry, as have 
most of those engaged in this business. However, much confused thinking has 
arisen, and some erroneous statements have been made as to GMAC’s position 
inthe market. It is time to look at the facts and the record. 

The GMAC position in the market can be related (1) to the total amount of 
auto installment credit extended, or (2) to the amount of auto installment credit 
extended by General Motors dealers, or (3) to the amount of auto installment 
credit extended by sales finance companies. This latter relationship, however, 
is not meaningful. The sales finance companies as a group compete for all the 
automobile installment financing, but they get less than half of it. The total 
auto installment credit volume in 1958 open to anyone who wanted to compete for 
it, i.e., the total market, was divided as follows: banks, 45 percent; sales finance 
companies, 42 percent; others, including credit unions, 13 percent. Any state- 
ment of market share, if it is ot be meaningful and representative of the degree 
of competition present, should be related to the relevant market as a whole. 
That is the only way that the position of any individual unit can be measured in 
an industry in which all of whose members offer the same type of service. 

Following are a few examples of the confusion in regard to GMAC’s share 
of the market : 

On February 2, 1959, Senator O’Mahoney referred to GMAC’s participation 
in the market. He said that the 1955 hearings showed that “GMAC’s total 
overall market position amounted to more than 34 percent of all of the auto- 
mobile time financing business done by finance companies.” This statement is 
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inaccurate in that the “financing business done by finance companies” is not 
the “overall market.” As stated above, the “financing business done by finance 
companies” is less than half of the overall market. 

On February 9, 1959, Representative Celler, in announcing his bill (H.R. 4256) 
stated “GMAC has increased its share of all passenger car commercial vehicle 
installment credit from 19 percent in 1948 to 40.3 percent in 1956.” This state. 
ment is not factually correct. GMAC’s participation in all automobile credit 
extended, based upon totals reported by the Federal Reserve Board, was 7,8 
percent in 1948 and 18.3 percent in 1956. 

It is probable that the misconception regarding GMAC’s market position can 
be related to certain documents circulated by the American Finance Conference. 
On January 23, 1959, the conference sent its members a letter, followed imme. 
diately by a booklet entitled ““‘Why Does the Government Allow General Motors 
To Retain Ownership of General Motors Acceptance Corp.,” and by a study 
entitled “A Study of GMAC’s Position in the Automobile Installment Credit 
Industry.” 

In the letter of January 23 the American Finance Conference urged its 
members to read the booklet and the study and then take them to your Cop- 
gressmen and Senators and see that they understand this situation and have 
this material. 

The information contained in the conference’s two mailing pieces proves to 
be far from accurate. Here is an example taken from page 11 of the booklet: 
“Federal Reserve Board and GMAC statistics for automobile financing tn 
1954, however, indicate that in that year GMAC financed about 68 percent 
in dollars of the time sales of General Motors dealers. The total financing and 
the GMAC financing were: Total, $6,860 million, 100 percent; GMAC, $2,333 
million, 34.01 percent.” 

The obvious reasoning which develops the 68 percent figure is that if GMAC 
financed 34 percent of total automobiles financed and if General Motors dealers 
sold 50 percent of all cars sold and thus were responsible for 50 percent of total 
financing, GMACO must have obtained 68 percent of the General Motors dealers’ 
time sales. 

This reasoning is based on a false premise, and the figures are incorrect. The 
figure of $6,860 million used by the American Finance Conference was only the 
amount of credit extended by sales finance companies (based on now outdated 
statistics combining cars and trucks) and was not the total amount extended by 
everyone engaged in the business. The facts are that the total amount of finane- 
ing of retail automobile sales reported by the Federal Reserve Board for 1954 
(passenger cars only) was $11,807 million. The actual GMAC automobile retail 
volume in 1954 was $2,014 million, not $2,333 million as estimated by the Confer- 
ence. The GMAC participation in the total of $11,807 million was 17.1 percent 
and not 34 percent. Using the American Finance Conference assumption that 
the GM dealer share of the market was 50 percent, it follows that GMAC would 
have financed 34.2 percent of time sales of General Motors dealers and not 68 
percent. 

The calculation of the American Finance Conference is completely inaccurate 
and misleading. This misinformation is repeated on pages 45, 46, 48, 49 of 
the same booklet, where there are references to GMAC financing “two-thirds of 
the financing of GM’s automobile sales.” Again on page 52, there is reference 
to GMAC having “one-third of the whole market.” 

Misconceptions as to the GMAC position also seem to have stemmed from the 
attempt by some to show that the GMAC share of the market rose to its highest 
point after 1952. This date appears to have been selected because 1952 happened 
to be the year of the Consent Decree. Your attention is called to a comment bya 
Senator reading as follows: “Up through and including the year 1952, GMAC 
never had as much as 30 percent of the business transacted by finance companies 
operating in the automobile field.” 

In addition to making use of the meaningless comparison, the Senator is 
factually incorrect. As shown in exhibit C, item 3, table B, attached to this 
statement, GMAC’s percentage of the business transacted by sales finance 
companies in the automobile field for the year 1940 was 33.6 percent. Unfor- 
tunately, comparable figures for years prior to 1940 are not available because 
the Federal Reserve did not publish the information. 

Another Senator stated that the GMAC share of the new-car financing and 
insuring business rose to an all-time high after the dismissal of the Department 
of Justice’s civil case against General Motors and the modification of the consent 
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decrees against Ford and Chrysler, since General Motors was left as the only 
manufacturer engaged in new-car financing and insuring. The “all-time high” 
assertion is not correct. The attached exhibit C, item 1, shows that GMAC’s 
percentage of total automobile credit extended (new and used passenger cars) 
reached a postwar high of 18.4 percent in 1955 and that this figure was exceeded 
in every year of the 12-year prewar period, 1929 through 1940. 

The facts relative to GMAC’s participation in the market may be summarized 
from exhibit C as follows : ; ; : ; 

(1) The GMAC participation in dollars in the total auto installment financing 
done in the U.S.A. (new and used passenger cars—all makes) was 16.2 percent 
jn 1958. It was as high as 31.1 percent prewar. It was approximately 19 percent 
immediately prewar. Postwar it has never exceeded the 18.4 percent attained 
in 1955. a , , 

(2) The GMAC participation in the financing of new and used cars purchased 
on credit from General Motors dealers can also be determined. Assuming that 
the time sales of new passenger cars sold by GM dealers represented the same 
percentage of their total sales as the overall percentage of time sales to total 
sales reported by the Federal Reserve Board (figures only available beginning 
in 1947), GMAC’s participation in new car times sales by GM dealers in 1958 
was 41 percent. Its highest participation was 46 percent in 1957. It was 42 
percent in 1952. Other years are shown in exhibit C, item 2(a). 

Approaching the used-car time sales of General Motors dealers in the same way 
and assuming that, in the period 1952-58, inclusive, from 60 percent to 65 percent 
of used passenger car sales were made on time, GMAC’s participation in used- 
ear time sales by General Motors dealers was between 44 and 41 percent in 1958. 
It was as high as 60-55 percent in 1952. 

On a combined basis of new and used passenger cars, it is a known fact that 
GMAC financed 25.9 percent of total new- and used-car sales (cash and time) 
by GM dealers in 1958. Accordingly, if it is assumed that 65 percent of both 
new and used cars were sold on time, GMAC’s participation in combined time sales 
by GM dealers was 40 percent for 1958. This figure was as high as 50 percent 
in 1952. 

These statistics support the GMAC testimony before your committee in 1955 
that GMAC’s participation in General Motors dealers’ time sales was between 
40 percent and 50 percent. They also show the inaccuracy of the conclusions 
in the American Finance Conference booklet. Finally, they show that com- 
peting financial institutions have a larger percentage of the time sales business 
of General Motors dealers than GMAC. 

(3) Although the figures for GMAC participation in the financing extended by 
sales finance companies are meaningless in establishing the GMAC market 
position or the true position of any financing agency, they are given hereafter 
for your information. 

The GMAC share of the financing extended by sales finance companies includ- 
ing GMAC (using the Federal Reserve Board consumer credit statistics) was 
38.7 percent in 1958. It was 33.6 percent in 1940 (figures prior to that time being 
unavailable). The postwar peak was 38.9 percent in 1957. The changes in these 
percentages reflect a reduction in the position of all sales finance companies as a 
group against the competition of banks, credit unions, ete. The percentages also 
reflect the change in participation by GM dealers in total automobile sales. It 
is only necessary to compare the present share of the total market obtained by 
sales finance companies other than GMAC with that of earlier years to see how 
these companies as a group have lost position to all other competing institutions. 
(See exhibit C, item 3, table A.) In 1940 these other sales finance companies 
accounted for 37 percent of the total financing market. In 1948 they had a post- 
war peak of 36.7 percent, and in 1958 their position was down to 25.8 percent. 


GMAC’s ability to borrow 


It is alleged from time to time that GMAC is able to borrow much more 
money in relation to its equity capital than any other sales finance company 
and that this ability exists only because it is owned by General Motors Corp. 
The inference is that if GMAC were not owned by GM, its equity capital would 
have to be larger and either (a) the owners would have to be content with a 
lower rate of return on capital or (b) GMAC would have to raise its finance 
charges to maintain the past rate of return. 

Those who make these allegations attempt to prove this contention by relating 
equity capital to the balance of a corporation’s liabilities, thus developing a 


ratio of total indebtedness to total equity capital. Selecting the years 1948 
and 1957, the ratios are as follows: 
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Ratio of total indebtedness to equity capital 





















































1948 | 1957 1948 | 1957 
GM 
MAG... ws: Fay Se ree ERE Bens 5.6 15.1 || Associates Investment Co. (AIC) __...| 5.7 
C.LT. wien Corn... 25.5525 4.8 8.0 || Pacific Finance Corp--.........___- 3 63 7 
Commercial Credit Co. (CCC).-....-| 5.1} 6.5 || General Finance Corp-..-__-__- 4.2 a 
| 





This approach assumes that lenders are only influenced in their lending by the 
amount of equity capital and that they pay little attention to anything else on 
the balance sheet. ; 

_ In analyzing financial statements lenders consider three distinctive groups of 
liabilities assumed by a finance company of any size. The first two are often 
referred to as senior debt: 

(1) Short-term liabilities, consisting of the usual various accounts payable 
and accrued liabilities, bank loans, and commercial paper sold largely to ip. 
dustrial concerns and to others who want very short maturities, not exceeding 
270 days as a rule. 

(2) Long-term (at time of issue) notes and debentures sold through under- 
writers or by private negotiation to investors such as insurance companies 
pension funds, trusts, universities, etc., who are interested primarily in yield 
with, of course, security of principal. 

The amount of senior debt which can be incurred by a sales finance company 
other things being equal, is dependent upon the relation of this debt to the total 
underlying assets of the business. 

The third type of liability—the combination of subordinated indebtedness and 
capital stock and surplus—is a vital factor. It is the cushion of protection for 
senior debt, and the funds are supplied by others whose rights to the assets in case 
of difficulty will rank behind the senior debt. This cushion is often referred to ag 
capital funds. 

The following table shows the percentage of senior debt to total assets over a 
period of 10 years for six finance companies, including GMAC;: 


Percentage of senior debt of total assets 




















| i 
GQGMAC Oy | ccc | AIC Pacific | General 
| finance | finance 
| 
85 83 | 79 | 79 | 78 | 72 
84 76 | 77 | 75 | 76 68 
85 | 79 | 79 | 79 | 78 69 
84 79 80 | 79 | 79 | 73 
86 | 82 | 81 79 7 77 
84 81 | 77 80 76 | 7 
83 | 78 | 71 78 | 77 | 73 
85 | 83 | 79 | 80 | 78 | 7? 
85 | 7 79 | 79 | 77 77 
85 79 | 79 | 77 | 74 7 





It will be seen that the percentage is only slightly higher in the case of GMAC, 
or putting it the other way, the protective cushion is somewhat lower. The 
differeatial, however, is not at all substantial and not significant enough to warrant 
the conclusion that it is due to anything other than the outstanding history and 
performance of GMAC, its excellent management over the years and the quality 
of its underlying collateral assets (including its high percentage of receivables 
carrying a degree of dealer responsibility for payment). This conclusion is 
supported by the fact that, when GMAC and one of the other larger companies 
have marketed senior debt at about the same time, the cost of such borrowings 
has been practically identical. Further, the yields quoted from day to day on the 
public debt of these companies in the New York market are substantially the 
same for similar maturities. 

The primary reason for the high relationship of total indebtedness to equity 
capital lies in the way in which GMAC provides the capital funds cushion which 
protects the senior debt. 
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This cushion as far as senior debt holders are concerned may consist of as many 
as three different categories: 
(1) Subordinated indebtedness or capital notes in the form of long term 
obligations ranking behind senior debt. 
(2) Preferred stock. 
(3) Common stock and surplus. 
As an example, the capital funds or cushion of GMAC for the indicated years was 


s follows: 
= [In millions] 





GMAC capital funds at 





Dec. 31— 
1948 | 1952 | 1955 | 1958 
| 

Subordinated indebtedness-.-.------ enawcE awed alesis $100.0 | $350.0 | $379.7 
Preferred stock...-.- mie “ “ avn jaca stein : | 50.0 | 50. 0 
Common stock..........-..-.<-.. Lcinecmateeaeaead beam a vision | $50.0} 50.0} 100.0} 100.0 
Surplos.......-..--- Chir bewheeeenenteds shitty Citas 40.3 | 88.9 | 81.1 | 145. 2 
Tone "eek goo ft oe 
REE Sa tadieasorcon nana aeeeen nas ase sank a teem epee ees 90.3 | 238.9 | 581.1] 674.9 


! | ' 





In determining the split between these different categories, a corporation has 
a certain degree of choice. Some corporations, as in the case of GMAC, may 
prefer to put a smaller amount in capital stock and surplus and raise the balance 
by the subordinated indebtedness route. This method increases total outside 
obligations and has the disadvantage of the interest being a fixed charge and the 
principal being payable at some fixed maturity. Since the finance business has 
proven profitable, the stockholders of some finance companies may prefer to 
have a higher amount in capital stock and surplus in order to channel income to 
themselves rather than others. Or stockholders may object to the fixed interest 
and maturity aspect of subordinated indebtedness. 

To a substantial degree, however, the decision as to the split of the ‘‘cushion”’ 
rests with and is determined by the holders of the common stock. 

The following table shows the way six finance companies compared in this 
respect in 1957: 


Percent distribution of “cushion’’ behind senior debt 





| 
Subor- Common | |} Subor- | Common 
At Dee. 31, 1957 dinated | Preferred} stock At Dec. 31, 1957 dinated | Preferred} stock 
(orcapi-| stock | and | (oreapi-| stock | and 
tal) notes | Surplus tal) notes | surplus 
Gmao......... 58 8 OF a 2s oo 38 9 | 53 
Ce axcnnndéinces OF i sbieteinan 53 || Pacific Finance. __-} 47 | a 46 
cies decoe. OF lsduseanenn! 63 || General Finance._-| 46 | 17 | 37 


The table reveals the fact that in the case of GMAC, the decision was taken to 
put a higher percentage of the protective cushion in subordinated indebtedness. 

Two possible further questions could be raised: (a) Is it possible for GMAC to 
borrow more in the way of subordinated indebtedness than others, and (b) if this 
is so, to what extent has GMAC taken advantage of such ability? 

In accordance with the provisions of its indentures, GMAC may borrow pres- 
ently up to 100 percent of the amount of its capital stock and surplus in senior 
subordinated indebtedness as well as 100 percent in junior subordinated indebted- 
ness; i.e., the equivalent of 200 percent of its capital stock and surplus. While 
some smaller finance companies have substantially higher ratios of subordinated 
indebtedness and/or capital notes to capital stock and surplus than GMAC, 
studies reveal that larger finance companies are limited to a ratio of 125 percent or 
even 100 percent. As of the end of 1958, GMAC was borrowing in this manner 
only 129 percent of its total capital stock and surplus. 

The allegations of those who complain about the GMAC ability to borrow more 
funds in relation to equity capital than they can, arise only because they are look- 
ing for a way to force GMAC either (a) to raise its finance charges in order to 
increase its profits so as to realize the same percentage return as heretofore on the 
larger capital stock and surplus or (b) to be content with a lower rate of return on 
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larger capital under which conditions they might charge GMAC with doin 
business for too little profit. 

It is not true that GMAC has a special position, with respect to the manner jp 
which it develops the protective cushion, due to the ownership by General Motors 
Corp. Other substantial companies could approach the GMAC position. Their 
present division of the “‘cushion’’ is largely one of their owr choosing and not to 
any substantial degree a result of circumstances beyound their control. 

If GMAC has a special position in any way with lenders it is simply because its 
operations are rated more credit worthy than those of others. 

It is interesting to analyze what would have happened if GMAC had doubled 
its capital and surplus in 1957 and realined its borrowing-to-capital ratio to 
approximately that of those who complain, without adjusting its finance charges, 














| Hypothetical, 











Year 1957, twice 1957 
actual | yearend 
jequity capital 
Ratio of total liabilities to total capital and surplus (yearend) -_............--.| 15.1 to 1_..-- 7 tol. 
Net income for the year, amount---__--...----.-.---. Kteconannaeh piluecslenee $46,000,000_..| $50,600,000, 
Percent return on: | 
I I iiiceikinencdccnccasedbsdabddsemes cotonsabcnn ihe hin a 1.1 percent_.| 1.2 percent, 
Capital stock and surplus. ---.-...-- inst amen aeeheTeKKedi ead seeding 18.3 percent.} 10.1 percent, 








Such a change would have had no necessary effect on GMAC plans, policies 
and practices in the general operation of its business. It would have, of course, 
eliminated any basis for the allegations of a favored position with respect to its 
borrowings. 

This may be an appropriate time to refer to the comment of the late Fred 
Othman in his column during the 1955 hearings before the subcommittee after 
listening to some of the testimony of the critics of GMAC. He wrote, “T got the 
idea, without anybody saying it, that this biggest finance company was holdi 
the line on interest charges and that if it weren’t in business, the cost to those 
buying sedans on tick might be considerably higher.”’ 


GMAC’s cost of money 


It is alleged at times that the interest costs of GMAC are lower than those of 
its principal competitors. A submission to your committee in 1955 refuted this, 
The following table will bring the committee up to date: 


Percentage rates of interest paid per annum 











GMAC C.L.T CCC AIC Pacific | General 
Finance | Finance 

sciatic en nt el a 
i as, «cea cdi ited oucinmidingmacmaaie | 2.18 1.84 2. 08 1,99 2. 16 6.7 
sink etbsachasemotoianahannenm aime 2. 21 2. 02 2. 33 2.27 2.31 5.62 
Ne bs dct a cndaidapicheh Subibdraans Bie Gee aerdaees mie 2.13 2.13 2. 29 2.30 5.42 
i iithhwianiinwiatshbkhestwnawxeadmat 2. 32 2. 54 2. 64 2. 65 | 2. 64 5.2 
a sires else 2. 58 2. 57 2. 65 2. 82 2. 95 47 
geo dia damn ds aadiinemn ncn aha dedibaiaaal 3. 31 3. 00 3. 27 3.17 3. 54 473 
NS a eee eee ee 3. 28 2. 81 2. 89 2. 89 3. 26 3.0 
NR ae la i Saal ais nin Clues 3. 22 2.74 2. 90 3.05 3. 56 38 
RE oe es 8 ot asa nian 3. 60 3. 44 3. 43 3. 67 3. 75 3.66 
DOE bsccctdnkctaedadtiguumdliventudbunandaaee 3.85 3. 89 4.05 4.12 4.22 4.35 


| 





This table shows the similarity in recent years between the interest costs of 
GMAC and those of its sizable competitors who also borrow substantial sums, 
both long and short term. 

A higher proportion of the borrowings of other companies are made in the 
short-term market or from banks. This fact can be favorable to them in periods 
of short-term money ease such as 1956. It will tend to disappear, as it did in 1957, 
as the rates in this market approach the average cost of long-term funds secured 
by GMAC over a period of years. 
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Exuisir A 
DESCRIPTION OF Business or YMAC 
YMAC FINANCIAL REPORT OF JUNE 30, 1958 


The principal business of the corporation and its wholly owned subsidiary, 
Yellow Manufacturing Credit Corp., is to finance wholesale and retail sales of 
trucks and coaches manufactured by GMC Truck & Coach Division, earth- 
moving equipment manufactured by Euclid Division and diesel engines manu- 
factured by Detroit Diesel Engine Division of General Motors Corp. _YMAC 
also finances trailers, bodies, accessories and special equipment sold with such 
units, as well as used vehicles and equipment sold at retail by branches and 
approved dealers of these divisions. 

jholesale financing plans enable approved dealers to stock vehicles and equip- 
ment under trust receipts or other security documents. Upon payment of the 
obligations secured by these documents the products become available for retail 
sale by the dealers. . Bhi | sari 

YMAC retail financing facilities are available only through the divisions 
retail outlets and authorized dealers. Under its retail financing plans, YMAC 
purchases deferred payment contracts and mortgages, collects all payments, and 
carries the obligations to maturity. Generally, the seller remains responsible 
for the unpaid obligation of the purchaser of the vehicle or equipment, except 
that under certain conditions a seller may be relieved of the responsibility for 
repossession loss. Y MAC carries appropriate reserves against such risk. 

At June 30, 1958, YMAC operated 16 branch offices, and the office of its wholly 
owned subsidiary. There was a total of 323 employees at June 30, 1958. 





EXHIBIT B 


Excerrt From HEARING BEFORE THE SENATE SUBCOMMITTEE ON ANTITRUST 
AND Monopo.ty ON DECEMBER 2, 1955 


Senator O’ Manoney. On the receipt of that letter I made several efforts to 
communicate with Mr. Yager by telephone. Frankly, I read that letter with 
considerable surprise, because I had been led to believe that no present dealer 
would venture to appear before this committee and testify voluntarily, because 
of fear of reprisals. I used that word two or three times during the progress 
of this hearing. As I recall, I used that word when Mr. Hamilton, the former 
head of the diesel division was here, accompanied by Mr. Hogan. 

At that time I asserted my belief that General Motors would not undertake to 
punish by reprisals any dealer who wished to take advantage of the American 
right of free speech, and to discuss before a committee of the U.S. Senate the 
problems affecting the economy of our country. 

I told Mr. Yager that, in my opinion he ought to testify, and I said to him, “I 
think that so deeply that I am going to ask that you be subpenaed, and a subpena 
would be issued for you.” 

It was issued, and Mr. Yager is here this morning in response to that subpena. 

I have arranged for him to come here and to testify in the presence of these 
executives of General Motors in order to emphasize the plea that I am making to 
them on his behalf that no punishment shall be visited upon him or any other 
dealer who wishes to tell the body which has jurisdiction over the regulation of 
interstate and foreign commerce what he believes with respect to this great 

roblem, than which there is no greater confronting the Congress of the United 

tates. 

Mr. Hocan. I suppose, Senator, the best way to answer that is to give you a 
story of history in the South Bend case, which was the finance case brought by 
the Government against General Motors Acceptance Corp., tried in South Bend 
in October and November 1939. 

Eight dealers testified, who were dealers, at the time of testimony, and I think 
you might be interested in knowing their present status. Remember this is 
testimony they gave in October and November 1939. 

The first is a Mr. Underwood of Gas City, Ind., who is still a Chevrolet dealer; 
Mr. Burwell of Spartanburg, S.C., who is today a Chevrolet dealer; Fox-Randel 
of Wichita Falls, Tex., is still a Chevrolet dealer; Berna Martin of Long Beach, 
Calif—he is dead, but he is sueceeded by his son, today is still a dealer; Mr. 
Downs of Elkridge, Md., who resigned in December 1940 to take on a DeSoto- 
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Plymouth franchise; Mr. Hellman of Cleveland, Ohio, he resigned in April 1959 
because with the war he was dissatisfied with the prospects of making money 
under war conditions because he had no cars. : 

Mr. Darling of Augusta, he retired in June 1955, and sold the dealership to hig 
general manager; Mr. Grant T..Munson was canceled by General Motors jp 
February 1941 for personal conduct. 

Mr. Grant Munson, I think you might be interested to know, brought a guyit 
against us in the United States District Court for the Northern District of 
Indiana at Fort Wayne on July 11, 1944; it was tried before a jury, and on May 
29, 1945, a jury brought in a verdict in favor of General Motors Corp. } 

I think that that history probably says more of the position of General Motors 
than any generalizations or any talk. 

Senator O’Manoneny. Well, it certainly does reveal, Mr. Hogan, the policy 
of General Motors at that time. I trust it still is the policy of General Motors, 

Mr. Hogan. I would think, Senator, that you will learn from the statements 
of some of the other witnesses, that if General Motors decides not to renew 
dealer, it will be because of poor performance, not because of his testimony here. 

If his performance is good, his testimony here makes no difference. "If hig 
performance is bad, his testimony here makes no difference in the decision of 
General Motors. 





Exuisir C 
MaRKET Position oF GMAC (UNITED STATEs) 


1. GMAC PERCENTAGE OF TOTAL AUTOMOBILES CREDIT EXTENDED (NEW AND USEp 
PASSENGER CARS) 


Consumer credit extended for new and used passenger cars (per Federal Reserve Board) 


Percent extended | Percent extended 
| Total | by— Total | by— 
Year amount |. ao eos) Year | amount |__ oie 

| GMAC | All others | GMAC | Allothers 

| Millions Millions | 
PL ete sas $2, 584 19.9 | 80.1 || 1948... . 5, 217 | 7.8 | 92.2 
a 1, 869 21.9 | 78.1 || 1949 6, 967 12.7 | 87.3 
Res sksh wai 1, 282 27.2 | 72.8 || 1950.....-- 8, 530 13.8 | 86.2 
1932... Say 640 31.1 | 68.9 || 1951... -| 8,956 | 12.9 | 87.1 
as... 817 | 28.6 | 71.4 |] 1952__. -| 11,764 | 12.1 | 87.9 
1934__.- 1, 039 29.8 | 70.2 || 1953... 12, 981 | 15.4 | 84.6 
1935__. 1, 630 6.71 76.3 || 1954... -| 11,807 | 17.1 | 82.9 
1936... ae 2, 226 26.3 TE FU) FODB cvecynmidennws =f STOO. 18.4 81.6 
1937 r 2, 393 23.3 | 76.7 || 1956... | 15, 563 18.3 | 81.7 
1938 1, 594 233 77.8 || 1957__- 16, 545 | 17.7 | 82.3 
1939_. a 2, 338 19.3 | 80.7 || 1968....... -| 14,154 16.2 83.8 
1940_____ 3, 086 18.7 | 81.3 | 





2 (A). GMAC PERCENTAGE OF “‘TIME SALES’? OF NEW PASSENGER CARS SOLD BY GM 

















DEALERS 
GMAC_ if | @GMAC | 
| percent of | percent of 
“time sales” | Federal Re- |} | “time sales’ Federal Re- 
of new | serve Board | | of new | serve Board 
passenger Cars estimate of | |} passenger cars estimate of 
Year sold by GM percent of new Year | sold by GM_ | percent of new 
dealers based | passenger cars dealers based | passenger cars 
| on FRB | sold on time # on FRB sold on time? 
| estimated time | estimated time 
sales ! sales ! | 
| i 
a “ a — || | — 
iii i 28 | 45 | Os ed og 45 | 88 
oc checmmnes | 35 tt RS hited detected 43 57 
oa 44 | ene 43 62 
Some ses= ts 22 41 le | Nip ann oe 43 67 
Bb d eciecezes ns 45 Oe Ti once doc 46 64 


se cai 42 Oil IDNR ies ene ckinnn 41 62 
| | i! 


1 Based on assumption that “time sales’’ of new passenger cars by GM dealers represent the same per- 


centage of their total sales as reported by the Federal Reserve Board for industry sales. The number of 


new passenger cars financed by GMAC is then related to such GM dealer “‘time sales’’ of new cars. 
3 Data not available prior to 1947. 
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2 (B). GMAC PERCENTAGE OF “TIME SALES’? OF USED PASSENGER CARS SOLD BY 
GM DEALERS 


In the absence of reliable estimates similar to those available for new cars, it 
isfreasonable to assume that the proportion of used cars sold on time by GM 
dealers did not exceed by much, if at all, the proportion of new cars sold on time 
over recent years and probably ranged between 60 percent and 65 percent of the 
total excluding units wholesaled and scrapped. Prior to 1952 it is most difficult 
to reach a conclusion as to this with any certainty. On the basis of such a range 
of used cars sold on time, the GMAC portion of the GM dealers assumed used 
passenger car time sales would be: 


GMAC percentage of GM dealers’ “‘time sales’’ of used passenger cars 





——— | | 
| 

Assuming | Assuming |} Assuming | Assuming 
Year 65 percent 60 percent Year 65 percent | 60 percent 





sold on sold on sold on sold on 
time time \| time time 
——_—_—_—_——_—— ot | 
1053....- 55 RR aii Senses 44 48 
eo 5 OF iss ces-s aes seuccl 44 47 
ee 46 DY it Meee ese wacenpeskanbascuns 41 44 
1955. .------------------- 


45 | 49 || 
| | | 





, 


2 (c). GMAC PERCENTAGE OF GM DEALERS “TIME SALES’ OF NEW AND USED 
PASSENGER CARS 


There is shown below a range for the GMAC percentage of combined new 
and used passenger cars sold on time, based on a combination of the calculations 
using for new cars the Federal Reserve Board percentage and for used cars the 
assumption that 60-65 percent of such cars are sold on time. The figures are 
weighted by GM dealers deliveries of new and used passenger cars. Also shown 
is the GMAC percentage assuming that 65 percent of new and used passenger 
cars were sold on time. 


GMAC percentage of GM dealers’ ‘‘time sales’ of new and used passenger cars 














| 
Assuminga | Assuming a 
mixture of Assuming 65 | mixture of Assuming 65 
FRB percent percent of | FRB percent percent of 
Year new Cars sold | both new and |} Year | new cars sold | both new and 
on time with | used cars are \ on time with used Cars are 
60 to 6 | soldontime || 60 to 65 sold on time 
percent used | percent used 
sold on time | sold on time 
|| 
Se nance acan 51-49 50 | RON te anicd 45-43 44 
Se a 51-49 47 ee 47-45 44 
See | 47-45 OD eae n a sneeickinag 43-41 40 
th Bh tinentac en 46-44 43 | 
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8. DISTRIBUTION OF THE TOTAL AUTOMOBILE CREDIT MARKET AMONG ALL SOURCEs 
(TABLE A) AND GMAC PERCENTAGE OF TOTAL SALES FINANCE COMPANIEs 
(TABLE B) 


TaBLe A.—Percentage distribution of consumer credit extended (per Federal Reserpe 
Board) for new and used passenger cars 
dciethndisiamssnenhseasieabiniesstsitaekshsiithmsneapltennntsasirnaeennetentasiaicensaniiie 
Excluding sales finance companies Sales finance companies 
EM 
Commercial banks 

















Credit 
unions, Total GMAC Other Total 
Purchased! Direct etc. 
(from (to con- Total 
dealers) | sumers) 
na cieaSicasitelilaiat 

lesaiasaedh-ccaeredctatn idndihe onl Evacuees 44.3 44.3 18.7 37.0 55.7 
19.2 24.5 43.7 11.8 55.5 as 36.7 44.5 

18.4 21.2 39.6 11.2 50.8 12.7 36.5 49.2 

19.1 22.0 41.1 10.9 52.0 13.8 34.2 48.0 

18.3 22.6 40.9 11.3 52.2 12.9 34.9 47.8 

21.0 22.1 43.1 11.3 54.4 12.1 33.5 45.6 

22.3 20. 2 42.5 11.5 54.0 15.4 30.6 46.0 

23.4 17.7 41.1 11.0 52.1 17.1 30.8 47.9 

24.9 16. 1 41.0 9.8 50.8 18.4 30.8 49.2 

25.9 15.7 41.6 11.2 52.8 18.3 28.9 47.2 

27.2 16.0 43.2 11.3 54.5 17.7 27.8 45.5 

27.7 17.5 45.2 12.8 58.0 16.2 25.8 42.0 

NoTE.—Data not available prior to 1940. 
TaBLE B.—GMAC as percent of total sales finance companies 

re A eh ek See dhe a ee 
Rt eres Sea kolear ae gape eS eer 
NE Nacage De abavediss heats PRIOR nies eset ien nk 
eS pe Se Cok. alata BEd AO ccc neem wadem cidade ee 
i a a ol eee es nag DG oo as i es ii kc RS meade 
De a Bee cok eo ie il Bs DR RS0O. Ge kono ds Kees 


The sharp rise of the GMAC percentage in 1953, bringing it back to its prewar 
osition in relation to total sales finance companies (table B), calls for explanation. 
p until 1953, due to Government restrictions on new passenger car production 
and shortages of used car stocks, General Motors dealers were able to dispose of 
their used cars profitably to used car dealers. General Motors dealers’ used car 
deliveries increased from 36 percent of total used car sales by new car dealers in 
1952 to 41 percent in 1953. GMAC thus had an opportunity to finance many 
more used cars beginning with 1953 and thus increased its volume in this area. 
In addition, in 1953, the GM dealers’ percentage of total new passenger car 
registrations rose to 45.1 percent from 41.7 percent in 1952, also offering GMAC 
a larger portion of total new units available to it for financing. 





SUPPLEMENT TO GENERAL Motors STATEMENT ON SENATE BILts S. 838 Anpb 
S. 839 


Testimony was submitted in the current hearing on Tuesday, February 24, 1959, 
regarding the problems encountered by independent sales finance companies in 
setting up factory-approved wholesale financing. Five exhibits (Nos. 6 through 
10) were put into the record by Mr. David D. Steere with a definite implication 
that such difficulty was deliberate with the objective on the part of the GM car 
division of assisting GMAC in obtaining the business. The witness stated with 
reference to one instance: “In my opinion this unnecessary delay by General 
Motors was instituted to discourage the dealer and to give GMAC time to try 
to sell the dealer on returning to them.’’ An examination of the case examples 
reveals that the inference that these delays were ‘‘to give GMAC time to try 
to sell the dealer’’ has no basis in fact. 

Exhibit 6: GMAC had done business with this dealer but had withdrawn all 
credit on May 31, 1956—almost 3 months before the Allied Finance application. 
Exhibit 7: GMAC had done business with this dealer but had withdrawn all 
credit on July 10, 1958. Allied Finance applied on October 20, 1958. 
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Exhibit 9: GMAC had done business with this dealer but withdrew credit in 
early 1951. The original Allied Finance application was dated July 9th, 1951. 

Exhibit 10: This dealer was not able to qualify for credit with GMAC and was 
so notified in May 1958. The Allied Finance application was in June 1958. 

Exhibit 8: This dealer was qualified for credit with GMAC but objected to 
its frequent checking of stock. He, therefore, switched to Allied Finance. 

The complaint is that, “contrary to normal procedure, General Motors mailed 
manufacturing certificates to Allied Finance Co. instead of to the dealer when the 
cars were shipped.” Mr. Steere said: “In my opinion this was done deliberately 
to make the dealer wonder if Allied Finance Co. had serious doubts about his 
credit standing and integrity, and thereby help GMAC regain the account.” 

The fact is that it is not normal procedure to send the manufacturing certificate 
to the dealers but rather to the finance company, unless requested otherwise, by 
the finance company. In this instance this request was made by the finance 
company and observed except for short periods. The clerical errors of trans- 
mission which developed were due to the fact that the request involved a depar- 
ture from standard procedure. 

The procedure followed by General Motors Corp. where shipments are financed 
conforms completely to that outlined in the consent decree of 1952. 

Attention is also called to two corrections to be made in the statistics set forth 
on page 37 of the General Motors statement filed with the subcommittee on 
February 27, 1959. In the table entitled ‘‘Rates of Interest Paid per Annum” 
the rates of interest paid by General Finance for the years 1954 and 1955 are set 
forth as 3.09 and 3.48 respectively. A recalculation indicates that they should 
have been 3.94 and 3.77 respectively. 

This table was developed from published reports by relating interest expense 
or the year to the average of beginning and end of the year borrowings. 





Seconp SUPPLEMENT TO GENERAL Motors STATEMENT ON SENATE Butts S. 838 
AND §. 839 


General Motors asks permission of the Subcommittee on Antitrust and Monop- 
oly of the Senate Committee on the Judiciary to place this supplemental statement 
in the record of testimony on Senate bills S. 838 and S. 839. 

The purpose of this statement is to call attention to certain unwarranted con- 
tentions and unsupported conclusions contained in testimony of witnesses in the 
hearings on these bills, which were renewed on April 15, 1959. Some of the 
testimony of these witnesses completely ignores the facts presented in the prior 
statements submitted by General Motors. Some of it misinterprets or distorts 
testimony and statements submitted in previous hearings by General Motors 
Acceptance Corp. 

To deal effectively with such a record, some of this presentation necessarily will 
be repetitious; but, with respect to some matters and to the extent possible, prior 
statements and testimony will not be repeated. 

(1) Mr. L. Walter Lundell, the chairman of the board of Universal C.I.T. 
Credit Corp. and executive vice president of C.I.T. Financial Corp., at the hearing 
on April 16, 1959, testified as follows: 

“We see clearly a condition of such high concentration of the financing of 
General Motors cars by GMAC as to have created a practical and what we regard 
as a present monopoly.” 

Mr. Lundell also said: “All statistics show that independent finance companies 
have been effectively excluded from the General Motors market * * * .”’ 

The position of GMAC in tne General Motors market (retail) was explained in 

reat detail on pages 23 through 29 of the February 27 statement filed by General 

Motors Corp. Exhibit A attached hereto dealing solely with the financing of the 
retail time sales of General Motors dealers clearly refutes the above allegation. 
It shows that in 1958 GMAC financed 41 percent of the General Motors market 
but that 59 percent was financed by its competitors. While the record indicates 
that independent sales finance companies do not secure a substantial share of this 
market, it is clearly evident that banks and others do. The fact is that the market 
is not closed. Those who contend that they are excluded will find such exclusion 
to be the result of policies and practices of their own making. 

It is ridiculous to claim, as some independent sales finance companies do, that 
they “have been effectively excluded from the General Motors market’? when 
banks, credit unions, and other non-sales-finance company sources have found it 
possible to enter this market actively and most successfully. Last year these non- 
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sales-finance company sources are estimated to have financed 52 percent of all 
new car time sales of GM dealers, compared with GMAC’s 41 percent. Banks 
alone accounted for 40 percent of the total, approximately the same portion as 
GMAC financed. There was and could be no testimony from any substantial 
bank or group of banks engaged in the finance business that there is any barrier to 
their participation in the General Motors market. 

That banks must be considered an integral part of the sales finance industry is 
conceded by Mr. Lundell when he refers to the “independent financing structure 
represented by independent finance companies and banks’’. 

(2) Witnesses have alleged that GMAC has unfair competitive advantages 
which have materially prejudiced the ability of independent finance companies 
to get a larger portion of the General Motors market. 

(a) Mr. Lundell declared in his testimony before this subcommittee: 
“GMAC, as a subsidiary of General Motors, enjoys procedural advantages 
vis-a-vis independent finance companies that make it difficult, if not impossible 
for the latter to extend wholesale accommodations to General Motors’ dealers 
* * * Despite the fact that we have a net worth of $280 million, with an A-] 
credit rating that is unquestioned, our commitment to General Motors to honor 
their factory sight drafts covering dealer shipments is not acceptable to them 
nor is a surety bond acceptable. With General Motors only, we are required 
to obtain a letter from some bank, guaranteeing that drafts drawn on us will be 
honored through that bank. We must go, hat-in-hand if necessary, and get a 
bank to guarantee us to General Motors. Most banks have a net worth that js 
only a fraction of ours, with financial strength much less than ours. You ean 
be sure that GMAC does not have to perform in that way for its parent.” 

In order to evaluate properly the procedure established to enable independent 
finance companies to extend wholesale accommodations to General Motors 
dealers, an understanding of the development of that procedure is necessary, 
The facts show why exceptions could not have been made in favor of the larger 
independent finance companies, exceptions that would have given the smaller 
independent finance companies the basis for a charge of discrimination. Ip 
passing, it might be noted that in business transactions and in legal proceedings 
it is not uncommon to find that the company issuing a guarantee or bond has lesg 
net worth than the company which is the principal in the transaction. 

After the civil antitrust action was instituted by the Government against 
General Motors Corp. and its subsidiaries in 1941, the defendants served interroga- 
tories upon the Government asking that it identify tne dealers allegedly being 
coerced or mistreated. The interrogatory was allowed and a list of approximately 
100 dealerships was furnished. Depositions were then taken over a period of 
several vears in all parts of the country, and 385 were filed with the Court in the 
civil action. 

From these depositions it appeared that the Government would not be able to 
prove that the defendants had coerced dealers or improperly influenced them to 
finance through GMAC. In view of this, defendants’ counsel took the position 
that there was no basis upon which the Court could issue a decree in the civil 
proceeding and that the Government should move to dismiss the action or in any 
event proceed with the trial. This was in 1948. 

Counsel for the Government advised that he was not prepared at that time to 
proceed. He stated that some independent finance companies complained that 
while there was a procedure through which a General Motors dealer could finance 
his ears at wholesale through GMAC without being required to pay cash for them 
at the factory, such a procedure was not available to the General Motors dealer 
to enable him to finance his cars through some other finance company. He sug- 
gested that in view of this, GMAC had an advantage over other finance companies, 
Defendants’ counsel then proposed that, irrespective of any legal issues or aspects 
that might or might not be involved, the Government consult with representatives 
of the independent finance companies and obtain their complaints and suggestions 
with respect to financing practices in relation to the sale of cars by General Motors 
to General Motors dealers, with a view to improving the procedure. Government 
counsel discussed the problems with independent finance company representatives 
and reported their recommendations, including those relating to wholesale 
financing. 

Defendants’ counsel agreed to consider the recommendations and to study 
the problems involved in wholesale financing, including the practices of other 
automobile manufacturers. Counsel pointed out that any plan should recognize 
the problems of small as well as large finance companies and should avoid dis- 
crimination. Furthermore, it was acknowledged that the plan should be 4s 
practical as possible, but should be applicable to all companies. 
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As a result, General Motors developed a procedure providing for (1) a written 

thorization from the dealer to use a specified finance company for wholesale 
on cing purposes, (2) a written commitment from the finance company on 
aaa shipments, and (3) a bank authorization with respect to the finance 
rae y’s commitment on wholesale shipments. The last mentioned guarantee 
as ested because it would be impractical to investigate the credit of every 
eeanee company, large and small, but more particularly because General Motors 
believed that aoe companies would object to investigations of their financial 

adit standing. 

aa dhe proceedure was developed, it was presented to counsel for the Gov- 
ernment for their views. The Government concluded that it was a fair and 
workable procedure and it was placed in operation in 1948. Thereafter, a few 
changes appeared desirable to improve the operation of the procedure, and these 
were incorporated in the plan. 

When the hearing with respect to the proposed consent decree was held in 
June 1952, the procedure had been in operation since 1948 and appeared to be 
working reasonably well. It was during this period that the Government learned 
for the first time that independent finance companies were not interested in 
wholesale financing as such. 

At the hearing it was proposed that the procedure be incorporated in the 
consent decree. Certain changes in the procedure were suggested to meet ob- 
jections of some independent finance companies. Those which appeared to be in 
the interest of all finance companies were incorporated in the procedure and the 
decree. ? 8 

The reason for spelling out the procedure in detail in the decree was to eliminate 
the possibility of variations in the procedure as between independent finance 
companies and dealers, as well as to avoid misunderstandings and even charges 
of discrimination. The decree has been in force since July 1952, and wholesale 
financing arrangements are currently in effect with 96 independent finance com- 
panies whose net worth varies from less than $600,000 to approximately $280 
million. f ; i 

(b) Claims have been made in recent testimony that GMAC has lower acquisi- 
tion costs. The president of the Interstate Finance Corp., testifying on April 
16, said: ‘‘My acquisition costs are 30 percent of my entire income and theirs 
(GMAC’s) are practically nothing.” i 

This witness was quite evidently unfamiliar with the record. The position 
of GMAC was stated by Mr. C. G. Stradella, president of GMAC, when he 
testified on December 9, 1955, before the Subcommittee on Antitrust and Mo- 
nopoly. He then said: “Based on its own analyses, GMAC acquisition costs 
(sales effort, business promotion and the cost of purchasing and processing of 
new volume) together with a fair share of overhead, run in the neighborhood 
of 30 percent of total operating expenses. A proper comparison can only be 
secured by the establishment of a specific formula for use by all companies. If 
such a formula is established, GMAC will be very happy to submit to the com- 
mittee its cost for confidential comparison.’”” GMAC’s position is the same 
today. 

(c) Another alleged unfair competitive advantage has to do with GMAC’s 
ability to borrow. In his testimony on April 16, Mr. Lundell said: “GMAC, 
as a subsidiary of General Motors, obtains financial benefits represented by 
borrowing leverage not obtainable by independent finance companies and which 
the record shows will not continue if GMAC ceases to be a subsidiary of General 
Motors. * * * we cannot borrow as much in relation to our capital.”’ 

The General Motors statement of February 27 (pp. 30 through 36) dealt at 
length with the comparative borrowing ability of GMAC and certain sales 
finance companies. It demonstrated that GMAC does not possess an unfair 
competitive advantage because of its association with General Motors. 

An attempt has been made to show that an advantage exists by reason of the 
fact that, as long as GMAC is owned by General Motors, it can borrow up to 
200 percent of its equity capital through issuing subordinated notes but only 
133 percent in the absence of GM ownership. However, at the end of 1958, 
the amount of GMAC subordinated indebtedness in relation to its equity capital 
was 129 percent. C.I.T. has the right to borrow 125 percent in the form of sub- 
ordinated indebtedness, but at the end of 1958 its outstanding subordinated 
indebtedness was only 79 percent of its equity capital. Thus the witness’ own 
company, C.I.T., can if it wishes approximate the existing GMAC relationship 
between subordinated notes and equity capital. There is no basis for the con- 
tention that GMAC is obtaining any financial advantage. 

_ The advantage resulting from the availability to GMAC of a maximum borrow- 
ing capacity in the form of subordinated indebtedness of 200 percent of equity 
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capital by reason of its being a subsidiary of General Motors Corp., as compared 
with a borrowing capacity of 133 percent if it were not a subsidiary, is approxi. 
mately $200 million. However, there is an offsetting disadvantage by reason of 
GMAC being a subsidiary of General Motors Corp. which must be netted against 
any alleged advantage. 

This disadvantage arises from the fact that lines of credit extended by ajj 
national banks and certain State banks are made available to the corporation and 
its subsidiaries as a group. Thus a line of credit—generally a maximum of 19 
percent of the combined capital and surplus of the bank—is made available jp 
total to General Motors and its associated companies as a group. For many 
years GMAC has participated in these lines of credit to the extent of 50 percent 
At the present time GMAC would qualify for an additional $255 million of credit 
from the banks referred to above if it were not a subsidiary of General Motors 
Corp. Comparing this disadvantage of $255 million with the advantage of $209 
million referred to above, there is a net disadvantage to GMAC in its ability to 
borrow amounting to $55 million by reason of being a subsidiary of General Motors 
Corp. 

(3) Mr. Lundell has alleged that GMAC may not have to make as prompt 
settlement with General Motors Corp. for wholesale financing as other gales 
finance companies make with manufacturers. He said: “I just told you we paid 
the manufacturers every single day for the wholesaler; maybe General Motors 
pays every 10 days * * * GMAC.” The fact is GMAC pays General Motors 
every single day. 

(4) Witnesses have alleged that GMAC wholesale rates are set in relation to 
those of other sales finance companies. Mr. Lundell, in referring to wholesale 
rates testified: 

““GMAC as a matter of corporate practice has maintained a rate of one-half of 
1 percent below ours and the industry. * * * The point has been emphasized 
that once GMAC establishes its wholesale rate, other finance companies adjust 
their rates to one-half of 1 percent above GMAO’s. This is exactly what does 
not happen. In the past GMAC has consistently maintained an administered 
price structure that has been one-half of 1 percent below the charge made by other 
finance companies. Action by us to meet the GMAC rate probably would have 
resulted in changing their administered price to maintain their differential. Here 
is a practical demonstration of an administered price program and monopoly in 
action.’ 

GMAC rates which are applicable to short-term financing of dealer stocks are 
set on the basis of its short-term money costs. GMAC finds wholesale financing 
at its rates a good and profitable business. 

The historical record, as set forth in the table below, contradicts the assertion 
that GMAC wholesale rates are maintained at one-half of 1 percent below those 
of C.I.T. A comparison of these rates since 1952 shows that the variance has 
been other than one-half of 1 percent on many occasions. In fact, the variance 
has fluctuated substantially—at times there has been none, as during part of 
1953, 1954, and currently; at other times the difference has been one-half of 1 
percent or 1 percent. The table also shows that there is no uniformity in the 
timing of wholesale rate changes. Thus, no conclusion can be drawn that anyone 
sets the pattern. Finally, it is obvious that the witness did not look at the record 
over the past several years. The GMAC wholesale interest rates, based by 
GMAC on its short-term money costs, cannot under any circumstances be 
referred to as ‘“‘a practical demonstration of an administered price program and 
monopoly in action.” 


U. S. new automotive wholesale interest rales 











| | 
Effective date of rate change | GMAC Oo. | Effective date of rate change | GMAC | C.LT. 
} i} 
SID aie mcn cicero 4 | 6 OT RIEU... .niciaccnnsaeqhvonacenal 6 
EU a Da drmppnee tants acduieal 5 SS Bt a.« x >aciakeasnden 6 7h tokeee 
1953—Mar. 9......---- bonawake | Oe cctids is REO, Tad ekiichcacdss SUG). capeksoe 
Ee ee 5 ilceuertenss i) CRBB-AIOs Los sicsinmcnciavide 5. lcneenne 
1954— Mar. 29.........-------- Dh occumamon | TUR Sl c caan otisugunes tadseecsee 54 
eee se ce pls a oa eee ne | 64... 
Be Sass cdiasebeacee | ssi cccsss | MOO ih ib vin cncsaslwah acdsee 5 
SeeisMty Bi as ceecssoswsed 4 434 | Bana. saan) ce deagcaee Ms 
8 ci iiahidl tgelodocmmmiien 5 NS ak cd aaee obs 4 lucene 
WOR Bo cette | eget | 1969—Feb. 2.............----- 6. 
| 





1C.1L.T. rates are accurate to the best of our knowledge. 
2 Rates in effect as of January 1, 1952. 
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(5) Witnesses have alleged that the rate which GMAC or another finance 
company or 4 bank quotes to a dealer for his retail contracts does not have an 
influence on the rate which the dealer quotes the purchaser. It is alleged that a 
lower GMAC rate has no bearing on the customer charge and therefore the fact 
that the dealer can discount his contracts at a lower rate than that offered by 
independent sales finance companies is not a consideration relevant to the price 

aid by the retail purchaser. 

Nothing could be further from the fact. In a business as competitive as the 
retail automobile business, the level of cost must affect the level of price. It is 
obvious that a dealer who receives a lower rate is in a position to arrange a lower 
customer finance charge than a dealer who receives a higher rate. It is absurd to 
assume or assert, in a business as competitive as automobile retailing, that a 
dealer automatically retains the difference and does not in many instances pass on 
at least some of the saving to help make his sale, thus benefiting the customer. 

(6) Witnesses and the subcommittee counsel have, through the use of loose 
language, inferred that GMAC is not concerned with high customer rates and 
regularly buys contracts with a rate of up to 9 percent discount. Mr. Lundell 
stated: 

“Ags a matter of practical operating, you have heard Mr. Stradelia’s testimony 
where they are willing to go up to 8 or 9 percent if there is legislative sanction 
for such rates. C.I.T.’s basic policy is that we don’t exceed a 7 percent cus- 
tomer rate with rare exceptions and never beyond 8 percent.” 

Mr. Dixon, counsel and staff director, stated: 

“In that line, Mr. Chairman, we had testimony from GMAC’s president who 
said that they bought paper from General Motors dealers that ranged from 6 to 
9 percent on a 36 months basis of 9 percent interest which would be 27 percent 
without any insurance. 

“He testified they did that regularly. Do you approve of that?” 

The reference to Mr. Stradella’s testimony covers his statement on May 2, 
1958, before the subcommittee when he said: 

May 2, 1958, before the subcommittee when he said: 

“GMAC, in determining whether it desires to purchase a time sale contract 
offered to it, considers at the time of purchase the finance charge which the dealer 
makes to the purchaser. 

“A number of States have adopted legislation establishing maximum finance 
charges which the dealers may not exceed. On new cars these run from 6 percent 
flat per annum to 9 percent flat per annum. If in these States the finance charge 
by the dealer to the purchaser is within the statutory limits, GMAC does not 
concern itself with the amount. 

“In those States which have no legislated maximum rates, GMAC uses existing 
legislation in other States as a guide to determine the point at which it becomes 
unwilling to purchase a transaction because of the amount of the finance charge. 
In such States GMAC advises dealers that generally it will not discount new car 
instalment contracts if the dealer’s finance charge exceeds 7 percent flat per annum. 
However, there are circumstances under which GMAC will purchase contracts 
if the rate agreed upon by the purchaser and dealer exceeds this figure. This is 
principally true in States bordering on those which have higher legislated 
maximums,”’ 

Mr. Stradella’s testimony did not say that GMAC “regularly”? purchases 
contracts carrying rates up to 9 percent. He said that generally, where there is 
no legislated maximum, GMAC will not discount contracts if the dealer’s finance 
charge exceeds 7 percent flat per annum. He said that where legislation exists, 
GMAC does not question the rate charged by the dealer if it is within the statutory 
limit. There are 24 States which have legislated maximums. Of these, 3 have 
new car limits of 6 percent or less, 7 have limits of 7 percent, 7 have limits of more 
than 7 percent but not exceeding 8 percent, 3 have limits of more than 8 percent 
but not exceeding 9 percent, and 4 have limits over 9 percent. 

The number of new car contracts purchased by GMAC during March 1959, 
amounting to 51,500, included 5,432, or 10.5 percent, which carried customer 
rates in excess of 7 percent. There were only 151, or 29/100 of 1 percent, which 
carried customer rates in excess of 8 percent. 

(7) In the earlier hearing, Mr. Theodore O. Yntema, vice president-finance of 
Ford Motor Co. reviewed the earnings of finance companies, including GMAC, 
over the 5-year period 1953-57. The first transcript of the earlier hearings reported 
that he had indicated a return on net worth in the year 1953 for GMAC of 32.6 
percent. This was obviously incorrect and apparently resulted from an error in 
transcribing his testimony. We are informed that Mr. Yntema calculated a 
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figure of 20.6 percent and that the transcript is being corrected to reflect the 
figure of 20.6 percent. 

However, Mr. Lundell, who testified that he had been in the finance business 
for 35 years and who certainly was aware of all of the retail automobile finance 
business conditions that existed in 1953, graciously accepted and repeated some 
of the figures in the original transcript, including the erroneous figure of 32,6 
percent, which was 10.4 percentage points above, or almost 50 percent higher, 
than the highest figure listed by Mr. Yntema for GMAC for the other 4 years— 

namely, 22.2 percent. His testimony with respect to this portion of Mr. Yntema’s 
statement is as follows: 

“And I might say incidentally, that I am not quite able to reconcile all of Mr, 
Yntema’s figures, but we will accept them for the purpose of this general discussion, 

“This is also true in the case of GMAC, which returned in the same years, 
a range of earnings from 32.6 percent—more than 50 percent better than the 
best year of any of the other companies—to a low of 18.5 percent.” 

(8) Witnesses have alleged that GMAC, through its subsidiary insurance com- 
pany, MIC, has a premium policy that is not consistent between States. 

MIC charges so-called conference premiums and pays agents’ commissions jp 
those 46 States where the dealer is licensed as an agent, in accordance with the 
practice of most insurance companies. In four States where it is not permitted 
to have dealer agents, since there is no commission expense, MIC reduces the 
premium to this extent. In other words, where MIC cannot pay agents’ com- 
missions to dealers, it does not charge the customer for such commissions. The 
net premium received by MIC in all States is, therefore, ‘“‘conference’’, less an 





amount equal to agent’s commission. This is a policy that is entirely consistent, : 


It would be an inconsistent and unfair policy to charge the insured with a com- 
mission cost in States where agents’ commissions to dealers are not allowed. 

(9) Mr. Yntema’s testimony at the earlier hearing was also referred to by Mr, 
Thurman Arnold, of the law firm of Arnold, Fortas and Porter, in his testimony 
at the recent hearing, as follows: 

“He takes the position that the only reason for GMAC’s dominance in the 
finance field is its superior efficiency. He cannot conceive of the notion that a 
dealer whose life savings are tied up in a franchise which can be terminated without 
any reason should be concerned about giving his credit business outside the 
GMAC family.” 

The last sentence of this quotation is a very broad and positive statement which 
discloses complete lack of knowledge with respect to the terms and conditions of 
General Motors distributor and dealer franchise selling agreements. From 1943 
until 1956 these selling agreements have provided for a one-year term and for 
termination only “for cause’. Early in 1956 General Motors Corporation offered 
to its distributors and de: alers a choice of (1) an agreement for an indefinite term, 
(2) an agreement for a l-year term, or (3) an agreement for a 5-year term. Ninety- 
nine and three-tenths percent of the distributors and dealers chose the five year 
term agreement which also provided for termination only ‘for cause’’. 

In conclusion, the relationship between General Motors Corp. and GMAC isa 
legitimate one from which no undue advantage accrues to either General Motors or 
GMAC. The position which GMAC has attained over the years resuits from a 
well-managed, well-run and profitable operation that benefits automobile dealers 
and retail customers by assuring adequate financing facilities at competitive rates, 

GMAC’s policies and practices have had a stabilizing influence on the industry 
and have been of definite public benefit. 


ExHIBIt A 


Tue Position or GMAC 1n tHE GM DeEaters’ Time MARKET 


The General Motors statement of February 27, 1959 presented the market 
position of GMAC as follows: 

“The GMAC participation in the financing of new and used cars purchased on 
credit from General Motors dealers can * * * be determined. Assuming that 
the time sales of new passenger cars sold by GM dealers represented the same 
percentage of their total sales as the overall percentage of time sales to total 
sales reported by the Federal Reserve Board (figures only available beginning in 
1947), GMAC’s participation in new car time sales by GM dealers in 1958 was 
41 percent. Its highest participation was 46 percent in 1957. It was 42 percent 
in 1952. 

“Approaching the used car time sales of General Motors dealers in the same way 
and assuming that, in the period 1952-58 inclusive, from 60 to 65 percent 
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of used passenger car sales were made on time, GMAC’s participation in used car 
time sales by General Motors dealers was between 44 and 41 percent in 1958. 
It was as high as 60-55 percent in 1952. 

“On a combined basis of new and used passenger cars, it is a known fact that 
GMAC financed 25.9 percent of total new and used car sales (cash and time) by 
GM dealers in 1958. Accordingly, if it is assumed that 65 percent of both new 
and used cars were sold on time, GM AC's participation in combined time sales 
by GM dealers was 40 percent for 1958. This figure was as high as 50 percent in 
1952. . 

“These statistics support the GMAC testimony before your committee in 
1955 that GMAC’s participation in General Motors dealers’ time sales was 
between 40 and 50 percent.”’ 

Presenting these market figures in another way, competitors of GMAC—that 
is sales finance companies, banks, and others —financed an estimated 59 percent 
of new car time sales by GM dealers in 1958. 

An estimated market breakdown filed with this subcommittee on May 21, 
1958, at the request of Senator Kefauver compares with estimates for the years 
1957 and 1958 as follows: 

[In percent] 





























Estimates 
| 
| As filed May | Year 1957 Year 1958 
1958 
Total new General Motors cars financed. _......---._.-- 100 | 100 | 100 
seein aii cephastpuietgnees era 
= =| 
Cer wales Haale Companies... a. nsdcccsccnccesccncacescicci= 8 2 
Ee ci ckcnenieinins (adbennndchagenasewanidh ken ahintek 39 37 
abet dneiawndepeenesqneeddadanndGennegphaeknnwaceh 10 10 
Total other than GMAC-.-..-..-.-.------- Satie ceup 57 | 54 





In certain Western States! reasonably accurate data are available as to the 
proportion of liens on new cars filed by sales finance companies, banks and others. 
These liens as a percentage of registrations approximate the national percentage 
of new cars sold on time as estimated by the Federal Reserve Board. The West- 
ern States data show: 


Western States data, new cars financed by source of financing as percent of GM 
dealers’ time sales market 





| 
| 1955 | 1956 | 1957 | 1958 
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Based on these figures, the following observations are pertinent. 

First. The GMAC participation in the GM dealers’ time market is less than 
50 percent. 

Second. The commercial banks, credit unions, and other nonsales finance 
company sources of new passenger car credit secure a larger portion of the GM 
dealers’ time market than does GMAC. It is apparent that the GM dealers’ 
time market is not virtually foreclosed but rather has been actively and success- 
fully entered by others, especially the commercial banks. 





! Arizona, California, Idaho, Montana, Nevada, Oregon, Utah, and Washington. 


41063—59——-30 
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Third. If the independent sales finance companies are ‘effectively excludeq” 
from this market as contended, it is clear that it must be due to their policies ang 
practices not being acceptable to GM dealers to the same degree as those of com. 
mercial banks and GMAC, 





GENERAL Morors Corp., 
Detroit, Mich., March 10, 1969. 
Hon. Estes KEFravuver, 
Chairman, Subcommittee on Antitrust and Monopoly, Committee on the Judiciary 
U.S. Senate, Washington, D.C. 1p 


My Dear Senator Keravver: This will acknowledge receipt of your letter 
of March 4, 1959, which was addressed to me as president, General Motors 
Acceptance Corp. This letter was received in my office yesterday, March 9 
1959, at approximately 3 p.m. : 

I am enclosing copy of my letter of February 21, 1959, which was sent to al] 
General Motors’ car and truck distributors and dealers in the United States 
together with copies of S-838 and 8-839. , 

Also enclosed is a copy of my letter dated February 28, 1959, which was sent 
to all General Motors’ car and truck distributors and dealers in the United 
States, together with a copy of the General Motors statement filed with your 
subcommittee on February 27, 1959. 

Yours very truly, 
Joun F. Gorpon. 


GENERAL Motors Corp., 
Detroit, Mich., February 21, 1959. 
To General Motors Distributors and Dealers: 

As you probably know, on February 2, 1959, Senate bill 838 and Senate bill 
839 were introduced in the U. S. Senate by Senator O’Mahoney and Senator 
Kefauver respectively. 

The purpose of 8. 838 is set forth in the first paragraph as follows: 

“To fortify the antitrust policy of the United States against concentration of 
economic power and the use or abuse of that power to the detriment of the national 
economy by preventing manufacturers of motor vehicles from financing the sales 
of their products.” 

The purpose of 8. 839 is stated as follows: 

“To supplement the Sherman Act and the Federal Trade Commission Act by 
prohibiting automobile manufacturers from engaging in the businesses of financing 
and insuring automobiles purchased by consumers, and for other purposes.” 

The parties who may be expected to be affected by such legislation, if it should 
be enacted, certainly include automobile dealers, particularly in the area of 
wholesale and retail financing of motor vehicles, both new and used. Costs, 
profits and prices, at both the wholesale and retail level and competition in those 
fields may very well be affected. The extent of such an effect can be evaluated 
by automobile dealers on the basis of their past experience in their dealerships. 

Such an evaluation, of course, will determine the interest of the individual 
automobile dealer which may vary as among individual dealers. Some dealers 
use their own capital to finance wholesale and retail transactions. Others use the 
facilities of banks or of finance companies which operate in certain areas of the 
country or nationally. Some dealers make use of the facilities of General Motors 
Acceptance Corp. 

In view of the foregoing, General Motors dealers should be interested in the 
proposed bills, copies of which are enclosed for their consideration. 

The interest of each individual dealer will be the basis for his evaluation and 
opinion of the proposed legislation. If the interest is sufficiently important to the 
dealer, he should give consideration to communicating his views to his Senators 
and Representatives in Congress. 

Such an expression of opinion could very well cover also the effect of the pro- 
posed legislation on the retail customer. However, we are not suggesting that it 
include any reference to the effect of the proposed legislation on automobile 
manufacturers. General Motors Corp. will file a statement with respect to the 
proposed legislation on or before February 26, 1959, with the Subcommittee on 
Antitrust and Monopoly, Committee on the Judiciary, U.S. Senate. We under- 
stand that hearings on the proposed legislation will be conducted by the sub- 
committee in Washington, commencing Tuesday, February 24 and concluding 
Friday, February 27, 1959. 
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So that there will be no misunderstanding as to the purpose of this letter, we 
respectfully request that dealers refrain from communicating their views to us. 
Sincerely yours, . 
Joun F. Gorpon, President. 


GENERAL Morors Corp., 
Detroit, Mich., February 28, 1959. 
To General Motors Distributors and Dealers: 

In my letter to you of February 21, 1959, with which there were enclosed 
copies of Senate bills 838 and 839, I stated that “General Motors Corp. will file 
a statement with respect to the proposed legislation.” 

Attached hereto is a copy of that statement which was filed on February 27, 
1959, with the Senate Subcommittee on Antitrust and Monopoly. It outlines 
General Motors’ position in opposition to this proposed legislation. In this 
connection it discusses very thoroughly facts which are relevant to the proposed 
legislation. : ; s : / 

We suggest that when reading this statement you give careful consideration 
to the first five pages which set forth a summary of General Motors’ position and 
the position of GMAC in the automobile instalment credit industry, as well as 
pages 23 through 29 which set forth the market position of GMAC. In this 
section, reference is made to exhibit C which we also particularly call to your 
attention. 

The chairman of the subcommittee stated at the hearing this week that they 
had received 472 telegrams and letters in favor, and 4 against, the legislation. 
If the reading of our statement creates any desire to register your reaction to this 

roposed legislation, we suggest that you communicate not only with the U.S. 

enators and the Congreesmen who represent you as mentioned in my letter of 
February 21, 1959, but also the Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, U.S. Senate, Washington, D.C 

We understand that scheduled hearings on the proposed legislation were com- 
pleted February 27, 1959, and that the record will be kept open for 10 days, to 
receive and record additional statements and telegrams. 

If any statements or telegrams are to be sent to the subcommittee, they should 
be forwarded immediately, so that they will be received and recorded on or 
before March 9. 

Sincerely yours, 
Joun F. Gorpon, President. 





SraTEMENT OF ANGUS McDonatp, CoorpiINaTor, Division oF LEGISLATIVE 
SERVICES, NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee, we are appearing here in support 
of §. 838 which would prohibit the manufacturers of motor vehicles from financing 
the sales of their products. In general we are opposed to vertical integration of 
corporations which does not result in the strengthening of local industry. We are 
opposed to any absentee ownership type of operation and in particular we are 
opposed to the type of monopoly control which General Motors has built up over 
a period of years by means of automobile financing and other devices. 

Automobile financing by General Motors or any other large national corporation 
drains money out of the community and if there is a price increase the corporation 
benefits twice, first by the price increase on the car and second by a proportionate 
increase in the finance charges. We realize the necessity for automobile financing, 
but we believe that financing and automobile pricing should be separated. 

Local money lenders should be allowed to benefit from the financing of auto- 
mobiles. Bank financing in some areas is much less costly than financing by 
such companies as the General Motors Acceptance Corp. We think it significant 
that the rate of return on money invested in GMAC amounted to 21.2 percent in 
1954 and 17.6 percent in 1957. The latter year is considered a depression year in 
the automobile industry since sales declined drastically. 

The practice of stretching out payments over a period of 3 years, when the 
interest rate is compounded, has resulted in a rate of as much as 16.2 percent. 
Long-term, high interest, it seems to us, is unsound economically. The atten- 
tion of the buyer of the automobile is diverted from the high price. Factory 
delivered prices on one Chevrolet model rose from $2,031 in 1955 to $2,547 in 1958, 
an increase of more than 25 percent. 
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The buyer of such a high-priced automobile may find that he has worn out the 
car before he has paid for it, and is thus encouraged to trade it in to the same 
company and subject himself to another period in which he pays an exorbitant 
interest rate. In all probability such a situation exists in millions of instanees 
The Federal Reserve Board found that, over a period of 11 years, 54 to 61 percent 
of the “spending units” studied had less than $500 in liquid assets. 

The relative increase in automobile prices make all the more necessary ¢loge 
scrutiny of financing practices. The price of an automobile ranges from one. 
fourth to an entire year’s income for the typical industrial worker or farmer 
Financing is a must for most individuals, but they simply cannot afford to pay 
high interest rates. Finance companies such as GMAC seem to have increased 
their interest rates regularly when the cost of money increased but to have not 
decreased it when the cost of money decreased. 

There is a final reason, we believe, why General Motors, in particular, should 
not be allowed to continue to extend its economical tentacles into automobile 
financing. This mammoth corporation has the power of economic life or death 
for millions of individuals and even communities. Evidence presented to this 
committee indicates that this corporation is ruthless and that it uses its great 
market power to strengthen monopoly and lessen competition to the detriment 
of small businessmen and farmers. 

We, therefore, urge the committee to approve 8.838, which would prevent, 
automobile financing by manufacturers. 





NATIONAL ASSOCIATION OF INSURANCE AGENTs, INc., 
New York, N.Y., March 2, 1959, 
Re S. 839, 86th Congress, Ist session. 


Hon. Estes KEFravuveEr, 


Chairman, Subcommittee on Antitrust and Monopoly, Committee on the Judiciary, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHatrMAN: This representation is made on behalf of the Nationa} 
Association of Insurance Agents, Inc., a voluntary membership association 
numbering approximately 34,000 insurance agency members. Included in this 
membership are over 100,000 individuals, duly licensed by the respective States, 
who are proprietors, partners, or corporate principals in the member firms and 
corporations. This organization is comprised of independent businessmen who. 
specialize in the production and servicing of policies of fire, casualty, surety, 
marine, and all other lines of general insurance for clients ranging from the smallest 
householder or automobile owner to the largest industrial corporation. 

In response to an invitation to present the views of this organization to the- 
Subcommittee on Antitrust and Monopoly of the Committee on the Judiciary, 
we are pleased to briefly summarize our thinking on the general subject covered 
by S. 839, which proposes to supplement the Sherman Act and the Federal Trade 
Commission Act by prohibiting automobile manufacturers from engaging in the 
business of financing and insuring automobiles purchased by consumers. 

Members of this organization are vitally concerned with maintaining a free and 
open competition in all forms of insurance. It is essential to members of this: 
organization, as independent businessmen, that maximum opportunities, without 
artificial restriction, be available in the insuring of automobiles purchased on time 
payment plans. 

A number of years ago there may have been a need for automobile manufac- 
turers to set up their own insuring organizations in order to provide the immediate 
insurance coverage required as a protection for financing the sale of automobiles 
on a time-payment plan. However, this original need for financing and insuring 
facilities provided by automobile manufacturers has long since disappeared. 
Ample facilities are available at local levels to provide for all the insuring and 
financing needs of the public, the dealers and the financing institutions. 

This organization firmly believes that the greatest opportunity for independent 
competition in insuring and financing automobiles at the local level will best serve 
the public. In this connection, we in the insurance business have been forced to 
conclude with the passage of time that our problems of artificial restriction of 
competition stem more often from the local automobile dealer individually than 
from the dictated or applied business policies of the manufacturer. Insurance 
and financing facilities are sometimes misused by the dealer to provide the greatest 


possible profit to the dealer without necessarily providing the greatest benefit to 
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the consumer who would be better served by the open competition of the market 
lace. 
Respectfully submitted. 3 
Arcuie M. Siaw SBY, President. 





STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS IN OPPOSITION TO 
S. 838 anp 8. 839 


Our purpose in this statement is to bring to the attention of the Subcommittee 
on Antitrust and Monopoly some of the practical business problems, as well as 
the serious economic disturbances which would be precipitated by the enactment, 
in any form, of the principles inherent in the bills S. 838 and 8. 839 now before 
this subcommittee. These are bills which essentially would forbid automobile 
manufacturers from assisting their own dealers and consumers, or both, in finane- 
ing or insuring purchases of their products. Other aspects of these proposals, 
and their differences, have been spelled out by witnesses before your subcommittee 
and do not require repetition here. 

Any consideration of the measures must proceed, we believe, from the view 
that while they are directed specifically against the operations of a particular 
industry, the automobile manufacturers, the principles are capable of extension 
throughout American industry. Once written into law, the demands for applica- 
tion to other industries which offer credit to their customers will accumulate 
before the Congress, and the record already contains evidences of such intent. 
Opportunities certainly exist for broader application of the proposals, digging 
deep into our economy. There are today many firms with financing subsidiaries 
representing a score of industries including those in the radio, appliance, aircraft, 
textile, chemical, shoe, tire, furnace—even homebuilding—fields. Hence, we wish 
to discuss at this time the serious implications which would flow from any such 
recolutionary intervention by our Federal Government into the normal con- 
tractual relationships of businessmen in the marketing of their products. 

Beyond question, these proposals would turn back the clock on modern concepts 
of American marketing operations—forcing manufacturers to return to the more 
costly and cumbersome policies which characterized the selling of earlier genera- 
tions of businessmen. In effect, dealers, distributors and customers would be 
told by law to get their credit from outside sources as best they can, but to put 
“eash on the barrel-head’’ when the time comes to pay the manufacturer. As 
manufacturers, we do not believe today’s consumers, nor the dealers from whom 
they buy, will benefit from legislation wiping out several decades of progress in 
the use of credit as a contributor to efficiency in our marketing processes. 

In summary, our interest goes deeper into the principle that such proposals— 

Would deny to producers the use of an integral part of their corporate marketing 
function—the financing of their own receivables; 

Would limit the freedom of businessmen to enter into normal commercial 
contracts, such as terms of payment, with their dealers, distributors or customers; 

Would restrict dealers and consumers alike in their right of free choice in the 
marketplace—in this case their free choice—in borrowing money at the best 
terms they can from whatever persons with whom they may wish to deal; 

Would put burdens upon or even destroy the businesses of an inestimable 
number of small dealers, who may have no adequate local facilities or who may 
be forced to pay higher rates for their credit; 

Would limit the right of citizens to enter into a business of their choice, by fore- 
closing any owner of a manufacturing enterprise from entering the field of finance 
and, certainly; 

Would disrupt the manufacturer-customer relationships painstakingly devel- 
oped over many years. 

Thus, we believe, the principles proposed go to the heart of the constitutional 
liberties of citizens and to the maintenance and preservation of free competition 
which is a keystone of the private enterprise system, and which our antitrust laws 
were enacted solely to protect. 

These bills are supported by certain individuals, corporations and institutions 
engaged in financing of installment credit. Obviously, they stand to gain by 
eliminating part of their competition in this area. Consequently, it is strange 
that the Subcommittee on Antitrust and Monopoly of the U.S. Senate is seriously 
considering legislation to eliminate competitors from lawfully competing in 
business of any kind, whether that competition be in product, service or financing. 
Performance of these measures, in effect, contend that competition in the field of 
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installment credit will be promoted by eliminating competitors from that fiela— 
indeed a strange argument to make to this subcommittee. 

If there should be any suggestion that industry may be borrowing trouble ip 
its concern over the possibility of a broadened application of thése proposals, the 
record of testimony thus far speaks for itself. 

On February 24, 1959, before this committee, Mr. Edwin P. Latimer, a major 
witness and advocate of the legislation, testified: 

“T and my company urge the passage of legislation that will prevent and prohibit 
the existence of manufacturer-owned finance companies.” 

On February 25, Mr. Francis J. Conway, also a witness and advocate, engaged 
in this colloguy with a member of the committee, which is quoted in part: 

“Senator Dirksen. Mr. Conway, suppose a company was engaged in the 
business of manufacturing automatic refrigerators and financed its own refriger. 
ators, and did a nationwide business. The company owned a financing company 
that took care of its paper. Should we amend this and apply it to a company 
that does a nationwide business of manufacturing electric washing machines, and 
finances its own paper? Should we do it with respect to other appliances, and the 
things that have broad distribution, that usually require some financing, and 
apply this across the board? 

‘Mr. Conway. Well, that is a good question. I am particularly interested in 
the case of General Motors and GMAC here, because they do dominate such g 
—— portion of the market. I think probably it could be carried all the way 

Own, yes. 

“SENATOR DirRKSEN. Across the board with everyone? 

“Mr. Conway. Yes.” 

Again, on February 26, the record developed clearly the intent of the sponsor 
of one of these bills, 8. 838, Senator O’ Mahoney, who made the following state- 
ment during a colloquy with a representative of the Chrysler Corp.: 

“Senator O’ Manoney. This is what you said in your written statement: ‘The 
automobile manufacturing company’s primary concern is the design, building, 
distribution and sale of automotive products. Its object is to conduct engineering, 
manufacturing and distributing operations as efficiently as possible, to place its 
products before the public in the most favorable light possible, and to develop an 
effective and vigorous dealer organization to sell them.’ I have no objection at 
all with that statement; that is your business. It is the business of an automobile 
manufacturing company. But I am rather inclined to believe, let me say paren- 
thetically here, that I do not believe banking is a necessary function of a manufacturing 
business.” [Emphasis added.] 

This attitude is contrary, as has already been testified, to the declaration of the 
Congress as recently as 3 years ago, when industrial companies were specifically 
exempted by provisions of the Bank Holding Company Act of 1956 in regard to 
banks which they own or operate as an adjunct to their manufacturing operations 


FINANCING IS A MARKETING FUNCTION 


A key question for the committee to consider is whether it now wishes the 
Federal Government to prescribe and limit the scope of a corporate marketing 
operation by prohibiting the financing of its receivebles and the financial pro- 
tection of its inventories. If so, it will be reversing the whole trend of modern 
marketing, and the efforts of literally thousands of marketing men in the business 
and academic fields to bring about improved efficiencies in the distribution of 
goods to the consumer. This modern concept is that marketing no longer can 
be defined as a selling process, which begins only where the production process 
stops. Rather, our marketing leaders today are teaching that—to keep abreast 
of the efficiencies of our production system—our marketing function must first 
determine the needs and wants of society; that it then must help to develop the 
product, to package it, to warehouse and control the inventories, to advertise and 
to sell the product and (if it is a requirement of the article) to provide the service 
necessary to satisfactory use. All of these together constitute the modern con- 
cept of the marketing function, and a profit may be made or lost at any step along 
the way. In this concept we have described, the corporation is reorienting itself 
and gearing its whole operation to the needs of the consumer from the first to the 
final steps. _ Marketing efficiency thus becomes as great a concern to the financial 
officer as to the marketing man, and vice ve:sa: The financial control of inven- 
tories and the financing of receivables today are as important to the responsible 
marketing executive as to the financial officer 

In marketing, the business relationship bet ween a manufacturer and his dealer 
or distributor involve a myriad of interdepen ient factors, mutually beneficial to 
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them and aimed, in the final analysis, at insuring the highest degree of customer 
satisfaction to the ultimate consumer. Manufacturer-dealer-distributor contracts 
in any field may call upon the manufacturer to provide such services as window 
signs, sales helps, guarantee tags, technical and other informational literature, 
sales training courses for employees. The contracts cover such other areas as 
discounts, collection of unpaid accounts, selling procedures; in fact, the whole 
distribution process from receipt of the product to servicing after delivery to the 
final consumer. : ; , a s 

Financing is one part of this whole sales relationship, and it is an integral part. 
It is one of the services which the manufacturer offers to his dealers, and to retail 
buyers, under an integrated marketing function. If Congress may, by fiat, elimi- 
nate one feature of these business relationships, it may with equal logic limit the 
scope of other marketing agreements. Shall proponents of these bills next call 
upon the committee and Congress to forbid manufacturers from printing or con- 
structing point-of-purchase display materials for dealer use? From offering to sell 
or provide consumer literature or other advertising helps? From providing sales 
or service training courses for dealers and their employees? Conceivably, any one 
of such services may be abandoned by the supplier to private, competitive firms 
specializing in these arts, just as suppliers now are asked to abandon their financing 
services. We believe that such services, however, are proper functions of the 
corporate marketing structure and, further, that the Federal Government should 
no more have power to dictate the credit or insurance arrangements of manu- 
facturers, dealers and consumers than to dictate such other terms and conditions 
of sale as the date of delivery of merchandise or the repair and maintenance 
clauses of contracts. 

The philosophy of these proposals may be examined also in the light of potential 
application to the integrated corporate enterprise. Forcible divestiture of a 
corporation from its financing or insurance subsidiaries makes no more sense than 
would the divestiture of any other wholly owned subsidiary. If this principle 
should prevail, we than will expect to hear demands upon Congress for the divorce- 
ment of manufacturers from their suppliers of raw materials, from the fabricators 
of their supplies or component parts; or from subsidiary enterprises transporting 
their product to their own warehouses or to distributors, jobbers, dealers or cus- 
tomers. There would be left no point at which the limitation of Congress upon the 
right of the efficient manufacturer to engage in operations necessary to the 
manufacture and sale of its products may logically end. 


AN UNNECESSARY SUBSTIIUTE FOR JUDICIAL PREROGATIVE 


It is unfortunate that the circumstances surrounding these proposals have their 
roots in litigation of many years standing over allegations that abuses in auto- 
mobile financing constitute violation of the antitrust laws. This was clearly stated 
by the chairman of the committee, Senator Kefauver, in this opening statement. 
After reviewing the judicial history of an early Government action against the 
single manufacturing company which would be immediately affected by these bills, 
the chairman declared: 

“T believe specific legislation is now the best solution to the problem.” 

The record of the hearings indicates the extent to which the emotions and self- 
interest of the proponent witnesses have confused the merits of the legislation. 
Much of the testimony has dealt with the moot issue of violation or nonviolation 
of antitrust laws; with tendencies toward monopoly, and with compliance or non- 
compliance of existing orders of the courts. There have been numerous instances 
of supposition and innuendo, all of which we believe extraneous to the legislative 

rinciple here under consideration: which is the propriety of enacting prohibitive 
egislation against the financing or insuring, by a producer, of the sale of his prod- 
ucts to dealers and to consumers. 

If abuses under existing law are suspected or charged, there are adequate chan- 
nels through which the facts may be brought to light: by the investigative powers 
of the Congress; by the judicial process of the grand jury; by investigations of 
established departments of the executive branch of Government. If court orders 
have been violated, the court itself has instruments at its command to compel 
obedience or to punish disobedience. 

Members of this committee, in fact, have been assured by the executive branch 
that it has the power to act upon any of the conditions which are alleged in the 


bills, or which may exist in the minds of the proponents of the bills, without need 
for further legislation. 
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We direct the attention of the committee to the firm and unequivocal TESPOnseg 
of the representative of the Federal Trade Commission under questioning by the 
committee on February 24: 

‘““Mr. McHvueu. Is it true to say, Mr. Kintner, that under the various acts 
enforced by the Federal Trade Commission, your authority in this field, the aregg 
where there is a possible violation, occurs only if it can be shown that there jg 
an illegal tie-in, there has been some kind of coercion or illegal intimidation, there 
has been some abuse of power, before you can have any recourse to enforcement? 

“Mr. Kintner. That is correct. There would need to be unfair method of 
competition or restraint of trade. 

“Mr. McHuau. So that the two bills which are before this committee addregg 
themselves to a subject which is not covered by the act presently enforced by the 
Federal Trade Commission? 

“Mr. KintNer. I think the subject is well covered under the general power 
the general statute, the Federal Trade Commission Act, the Sherman Act and the 
Department of Justice. 

“Mr. McHvueu. I am speaking now merely of the acts enforced by the Com. 
mission. 

““Mr. Kintner. Yes, I think that either—— 

“Mr. McHucu. Excuse me. In the absence of monopoly, which would be 
first enforced by the Department of Justice under the Sherman Act, would the 
Federal Trade Commission have authority to proceed against any of the matters 
covered by these bills? 

“Mr. Kintner. I think that such a proceeding would more appropriately 
fall under the Sherman Act. I do not want to say that there might never be 
circumstances under which the Federal Trade Commission might not proceed jn 
this area.” 

Thus, whether invoked or not, the power to act against abuses may be drawn 
from several sources and further legislation, it is apparent, serves no purpose 
except a punitive one. It constitutes, in fact, a finding of guilt where no such 
finding has been made by the courts or any department of Government; it im- 
poses a penalty upon those found guilty, and usurps in these respects and to this 
extent the powers of the judiciary. 

The proposals suggest a remedy going far beyond the requirements of correcting 
any known abuses, impinging as all such laws do, upon the public liberties. A 
person may require the use of a sledge or other tool in the building of his place of 
business. That tool, it is alleged, has been used to injure another person. The 
solution proposed here is that prohibitive legislation be adopted depriving all 
persons from the right to use such a tool in the conduct of their business. A better 
solution, we submit, would be for our Government to continue to rely upon the 
statutes, the regulations and the administrative and judicial processes which 
already exist in number, in both the Federal and State Governments, for the 
enforcement of its laws. 


LEGISLATION IS AGAINST THE INTEREST AND FREEDOM OF DEALERS AND CONSUMERS 


Broad application of the principle under discussion would lead to a presumption 
that all financing subsidiaries of manufacturers are designed to capture the maxi- 
mum possible market and to eventuate in a credit monopoly in the particular 
product line of the parent company. Of our own knowledge we can testify, and 
we are sure members of the committee also may be aware, that many manu- 
facturers have neither the interest nor desire to complete aggressively with local 
financial institutions for the credit of their dealers or consumers. Many manu- 
facturers who have established financing subsidiaries have done so solely to provide 
a supplementary sales service, or have been driven to provide the service by lack 
of existing facilities in their marketing areas. In such instances, dealers are 
encouraged to turn to local institutions for ordinary credit needs. The subsidiary 
service is offered primarily in ‘“‘desperation”’ cases where the dealer has been denied 
credit by outside sources. In these cases, the self-interest of the parent corpora- 
tion and of his dealer merge to affect a solution to the problem. The corporation 
and its subsidiary are in a better position than the independent finance company 
or bank to appraise the risks involved; to evaluate the market potentials of the 
dealer; to appreciate his abilities; to recognize the economic value of maintaining 
the business. It has a responsibility to its dealers greater than that of the com- 
mercial lender. Its relationship with this dealer is something closer than “arms- 
length’ commercial bargaining because the survival of both parties is, in effect, 
at stake. Yet, enactment of the basic principle threatens to foreclose to such 
dealers the possibility of help under distress conditions. 
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It would be a mistake, further, to presume that the resources of independent 
or other financial institutions are always available to the dealers of all manufac- 
turers who are known to have established their own facilities. In countless small 
communities and rural areas where the sale of merchandise, particularly consumer 
durables, continues daily, banking and other installment credit facilities may be 
lacking entirely; may be inadequate as to capital requirements; or may be so 
free of competition as to permit excessive rates of interest. There is testimony 
in the record that dealers in sparsely settled areas may be up to 200 miles distant 
from their nearest source of credit, and that higher rates frequently prevail in 
such areas. There is further testimony that noncompetitive situations may exist 
for small businesses in metropolitan centers. Again, enactment by Congress of 
these principles would foreclose to such dealers and consumers the right to turn 
to their suppliers for credit assistance, or for more competitive rates. 

Congress must face, finally, the fact that dealers and consumers alike may— 
and often do—prefer to transact their credit business with the subsidiary of their 
supplier. In his supplier, the dealer finds personnel who are intimately familiar 
with every facet of his business; knowledgeable of the product and its market; 
understanding of his problems; fully sympathetic to his ambitions. That he 
should prefer this relationship in many cases is normal, human. Yet, the advo- 
cates of these measures propose to foreclose to such a dealer, and his buyers, 
the right to place his business with whom he may have the greatest confidence, 
and with whom he may feel the greatest security. 


LEGISLATION WOULD LESSEN AGGRESSIVE COMPETITION IN CREDIT FIELD 


Proponents of the divorcement approach raise the curious contention that leg- 
islation is required to restore competition to the automobile finance field. This 
is difficult to sustain in the first instance, if for no other reason than their own 
references to the more than 7,300 finance companies and banks which compete 
in this field alone. Thus, it challenges credulity to believe that a manufacturer 
monopoly could develop in the face of hard competition from banks, personal 
finance companies, sales finance companies, credit unions, independent dealers 
and a variety of miscellaneous lenders. 

There is direct testimony in the record by advocates of the bills that the rates 
of manufacturers’ subsidiaries are competitive. 

“Their price is down there, and will compare favorably with any of us,’’ was 
the statement of one witness. 

Still another witness, contending that the industry’s sole subsidiary finance com- 
pany enjoved a high percentage of the new-car market, declared: ‘““Thus, inde- 
pendent finance companies such as ours were competing more fiercely for the 
smaller percentage of the new-car business that was available.’’ Under question- 
ing, this same witness conceded the virtues of this situation as follows: 

“Senator Carrot. Well, in the fierce competition of which vou speak, this is 
really my point, is this competition of such a nature that it permits the purchaser 
of automobiles, the borrower, to get a more favorable interest rate? 

“Mr. Latimer. I must say, yes. I do not present any statistics here, but fair 
and uncontrolled and unsuppressed competition always results in a better deal 
for the ultimate consumer.” 

We are aware of the fears of the proponents of the legislation, and the members 
of the committee, that over-aggressive competition in rates might lead to con- 
centration of business in a few hands. As stated, we believe the overwhelming 
number and variety of credit sources in this country render such a possibility 
remote and improbable, if not impossible. Our concern, rather, is that restric- 
tions upon competitive rates will work to the detriment of the consumer. 

Beyond this, however, we submit that the entry into financing of manufacturers 
in recent years would not have occurred, or have been successful, if their services 
had not been needed; their rates had not been competitive; their relationships 
with dealers and consumers fair and satisfactory. Thus, demonstrably, competi- 
tion in the credit field has been freshened and strengthened by the development 
of a whole new source of supply. 

Reversing this coin, it is patent that the pending legislation, or its extension to 
other industries, would forestall the entry and growth of new credit facilities in our 
economy. A reasonable person may well be confused by contentions that a 
governmental prohibition against such new facilities will somehow increase com- 
petition. Such contentions appear to be seeking new definitions of monopoly, 
and to declare that there is no room for new forms of competition. When such 
& position is taken by one segment of the economy, already entrenched in its 
particular field, we believe our Government must indeed move warily before 
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“taking sides.’”’ These proposals already have been identified by opposition wit. 
nesses as “‘class’’ legislation of the most obvious sort. In this instance, at leas 
one of these bills goes even further than most class legislation; it is directed at g 
particular company, and at a particular subsidiary operation of that company, 

The trust of this entire legislation appears to be upon protection for competitors 
not for consumers. No evidence is adduced, or contention offered, that interest 
rates to the consumer will be lowered through the disappearance of manufacture. 
financing. There is admission that they may be higher in some instances. There 
is also negative evidence that this legislation is of no concern to the consumer, 

The point is made that the consumer is not concerned with these bills, because 
he will purchase the product, and obtain the credit, wherever he receives the “best 
deal.’”’” Such conclusions challenge the whole concept of the competitive enter. 
prise system. It is precisely because the customer has been free to go where he 
gets the best deal, regardless of past services, that we maintain a competitive 
system. The entrepreneur should ask no quarter from the consumer; he will get 
none, surely. Whether in the purchase of shoes, or automobiles, or radiog or 
cotton dresses, let us protect the right of the consumer to go where he can get the 
best deal. He is not being protected by new laws which reduce and limit the 
number of places to which he may go. 

It is regrettable to witness this new instance of business entrepreneurs pleadin 
before the Congress for special legislation to protect them from the effects of h 
competition, whether in finance or insurance. We have seen similar instances in 
other forms of legislation, some of it before this committee, and the trend seems 
to be growing. 

The paradox of such thinking is that it comes for the most part from one or 
another business groups whose motives are no more than the natural protection of 
self-interest, real or fancied, in the face of true competition in the marketplace, 
Here is a threat to our free market system, and it is infused clearly in both of these 
bills. It is the mistaken philosophy that a central government is needed to 
insure that each man who enters the marketplace of his own will, and choice, and 
risk, must be maintained—by force of law if need be—at his chosen stall in that 
marketplace. 

This is a concept of protection versus competition. It is a concept which could 
substitute for our successful free market system a restrictive and Government- 
prescribed code for the distribution of the Nation’s goods and services. Its 
terminus clearly is in Government-dictated marketing. 

For these reasons, we believe the bills S. 838 and S. 839, will prove detrimental 
to the functioning of our free, competitive marketing system and against the best 
interests of manufacturer, dealer and consumer; and we respectfully urge that 
your committee will not report favorably upon them in any form. 





STATEMENT BY Davin E. CastLes 


My name is David E. Castles. I am the president of the Castles, Wilson 
Buick Co. of St. Louis, Mo., retail dealer in new Buick and Opel automobiles, 
second hand automobiles, parts and repair services. 

I respectfully submit to the committee, the following in connection with the 
consideration of the committee of Senate bill 838, and Senate bill 839. 

These bills set out to make it unlawful “for any automobile manufacturer to 
engage in business directly, or indirectly, as an automobile finance agency, or as 
an automobile insurance agency.” The observations that I am going to make, 
and for which I request your consideration are based upon long experience in the 
automobile business. With the exception of a short time I spent in service during 
World War I, I have spent 50 years in the business, and that goes back to a time 
before automobiles were sold on time as a regular part of the business, and before 
there were any formal organizations in existence for the purpose of financing 
and/or insuring automobiles sold at retail. 

Since the proposed legislation would apply almost exclusively to General Motors 
Corp., General Motors Acceptance Corp., and the Motors Insurance Corp., and 
other subsidiary insurance companies, my comments apply particularly to that 
group of General Motors companies. 

I have been dealing directly with General Motors Acceptance Corp. and their 
insurance subsidiaries since 1923, now 36 years, and as a retail automobile dealer, 
I believe that my experience is of some value. I am aware that there were charges 
against General Motors and its subsidiaries, of coercion and intimidation, leading 
to an action by the Government against the several companies, in the late 
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thirties. I believe that, since that time, there have been no reports from anyone, 
of coercion tending to channel General Motors dealers’ business through their 
finance and insurance subsidiaries. Furthermore, I can say to you that in the 
36 years that I have done business with General Motors, and General Motors 
Acceptance Corp., there has been no coercion or pressure of any kind that might 
force our company to finance and insure our retail sales with General Motors. 

From 1923 to 1930, our dealer franchise for Buick products was through a 
distributor, the Vesper Buick Co. of St. Louis, Mo, At one time, we were told 
by a representative of the Vesper Buick Co. that, as dealers, we were free to 
finance our retail sales through any bank, or financing agency of our own choosing, 
but that we would not be permitted to charge a retail buyer more than the finance 
charge set up for like transactions by the General Motors Acceptance Corp. 
At no time in 36 years, has any representative of General Motors, or any one of 
it’s divisions, so much as suggested that we channel our finance business, or 
insurance business, through any of the General Motors companies, except that 
their representatives have tried to sell the services of the General Motors Accept- 
ance Corp. and the Motors Insurance Co. 

The experience of our company, and our customers, with General Motors 
Acceptance Corp. and its insurance companies has been uniformly satisfactory. 
During World War II, GMAC was ready and did stand behind us with money 
at reasonable interest rates to carry car stocks frozen by Government orders. 
They also provided dealers with adequate insurance coverage on these frozen 
stocks at a very low cost. Wholesale financing (floor plan), has been available 
to us at a rate competitive with banks and other financing institutions. Rates 
to retail customers have always been as low, or lower, than competitive rates. 
General Motors Acceptance Corp. has maintained a rather rigid set of rules 
designed to protect the automobile time buyers from exploitation by dealers 
through the means of padding finance charges. Over the years, GMAC policies 
in this regard have had a beneficial effect on the entire field of automobile time 
sales and undoubtedly saved many thousands and perhaps millions of dollars 
for time buyers. As a nation-wide operating company with branches in a great 
number of cities and towns, prompt service is always available. The insurance 
that we are able to provide to buyers through Motors Insurance Corp. has been 
universally satisfactory. Adjustment service blankets the country in a manner 
that, in my opinion, is not excelled. Customer experience with adjustments 
on*loss and damage claims has been prompt, fair, and satisfactory to many 
hundreds of our customers who have suffered losses. 

We believe that the best interests of the retail dealer and the motor buying pub- 
lic have been, and are now, being exceedingly well served through the corporation, 
who— 

(1) manufactures the vehicle; 

(2) sells the vehicle through franchised dealers; 

(3) finances the extended payments; and 

(4) carries the vehicle insurance. 
These steps ending in the individual owning and operating a General Motors 
produced, sold, financed and insured car or truck, tend to overlap each other all 
to the direct benefit of the purchaser. The end objective must be the satisfaction 
of the owner-user of a General Motors motor vehicle. Long experience could lead 
to no other conclusion. 

Before General Motors is forced by law to divest itself of its financing and 
insurance facilities, I strongly urge that an investigation be made among the 
purchasers of financing and insurance services by GM car buyers and that the 
information such studies might develop be given the consideration that it deserves. 
It is my firm belief that there is little threat of monopoly in the finance and insure 
ance field as long as there are as many agencies in the field as there are at this 
time seeking the business. Not only do we have operating finance companies of 
great size, but many thousands of banks, credit unions and other organizations 
rendering this field a highly competitive one. 

For the last many years, we have not confined our business to General Motors 
Acceptance Corp. In addition to the GMAC, we carry quite a high percentage 
. - own retail paper, and we have one or two other coanections including a 

ank. 

Your consideration of the foregoing will be greatly appreciated. Submission of 
this statement has not been discussed with anyone connected with the General 
Motors Corp. In my sincere belief that the legislation proposed in Senate bill 838, 
and Senate bill 839, would not serve the public interest, but would instead be 


detrimental to the interest of time buyers of motor vehicles, I respectfully sign 
and submit this statement. 
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STATEMENT BY THomas F. Assortt, Jr., CHAIRMAN, NATIONAL AFFAIRS Coy 
MITTEE, NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. Chairman and gentlemen of the committee, I am Thomas F. Abbott Jr 

a General Motors and American Motors dealer from Fort Worth, Tex. I represent 
northern Texas on the board of directors of the National Automobile Dealers 
Association, and I also have the honor of serving as chairman of the association’s 
Committee on National Affairs which is concerned with legislation affecting our 
industry. 

We thank you for the opportunity of appearing on behalf of our 23,000 members 
to present our views on the two bills, 5. 838 and 8. 839, which you now haye 
under consideration. 

The National Automobile Dealers Association and I, personally, have had the 
privilege of appearing before this committee in the past, and we are indebted to 
the sponsors of the present two bills and to this committee for invaluable services 
rendered to the retail segment of the automobile industry. 

Because of the debt the franchised automobile dealers of America owe to 
Senator Kefauver and Senator O’ Mahoney, it has been with considerable relye. 
tance that we have felt compélled to express ourselves in opposition to both 
of the bills before you at this time. 

We share the objective expressed by Senator O’ Mahoney when he said, “The 
problem that is present here * * * is simply one of getting the leaders of busj. 
ness and the leaders of Government, and those who are interested in the eon. 
sumer, the individuals, to come to an understanding of how we in the United 
States are going to preserve the opportunity for free enterprise.” 

We respectfully submit, however, that 8S. 838 and 8. 839 are unnecessary and 
are not the most desirable way of resolving whatever problems exist in this genera] 
area. 

We oppose the enactment of these two bills for a variety of reasons. 

The first reason we wish to advance is that existing antitrust laws are adequate 
to protect the public and this business from any abuses for which this legislation 
was designed. 

If there is, in fact, a violation of the antitrust laws in the area of automobile 
financing and insuring, there is adequate governmental machinery with a 60-year 
background of experience, fully capable of initiating appropriate action to protect 
the American public from monopolistic practices and all evils that flow therefrém, 
Because the object of this proposed legislation is, in part, directed specifically 
at GM-—GMAC, until such time as the GM—GMAC relationship is definitely 
determined to be in violation of existing law, contrary to public policy, or in 
derogation of the competitive enterprise system, they should not be legislated 
against. 

Further, we consider it most undesirable to preclude the other four automobile 
manufacturers from doing precisely what GM—GMAC is doing. 

It is our desire to preserve to all manufacturers the freedom to adopt any 
ethical business procedures which they may elect so long as such procedures are 
not in violation of existing law and the public interest. 

Again, as a matter of fundamental philosophy, we are opposed to the present 
two bills because they single out the automobile industry and propose to make 
illegal certain business practices which numerous other businesses are openly 
engaged in, and which would not be affected by the enactment of these two bills. 
In short, we consider the proposed legislation to be discriminatory. We fail to see 
justification for the discrimination. 

Over the past several years there has been grave concern about the automobile 
business among the publie and the various branches of our Government. As the 
bellwether of the Nation’s economy, it has been subjected to the scrutiny of the 
executive, legislative, and judiciary branches. 

The approximately 38,000 franchised dealers, who are in the vast majority 
small local businessmen, have been characterized by the Department of Commerce 
as an indispensable factor in the industry that is absolutely essential and necessary 
for a healthy national economy. Through our previous appearances before this 
committee and other congressional committees, you are most familiar with the 
financial plight of the automobile dealer over the past 4 or 5 years. 

It has been difficult for us to weather the storm of an unfavorable market, and 
thousands of franchised dealers have failed financially or have resigned from the 
business in an effort to avoid bankruptcy. 

If we are to survive, we require adequate financing. 
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The unwillingness on the part of banks and other financial institutions to pro- 
vide these funds, under terms and conditions which the small dealer businessman 
ean afford, gave rise in the first instance to G MAC and finance organizations 
we know them. It is true that our GM dealers who are members of NADA 
have benefited because of the establishment and the growth of GMAC. Moa 

We feel that the other manufacturers should be accorded the same privilege 
of looking after the interests of their own distributors, which most certainly is 
also in the public interest. , . 

We are of the firm conviction that the very existence of GMAC has enabled 
our members who are not GM dealers to obtain services of better value and 
quality from other finance companies. Similarly, we are not of the opinion that 
the existence of GMAC has imposed any severe restrictions or penalties or 
the finance organizations which have supported this proposed legislation, and 
we feel that the divorce of GMAC from GM would react, in the final analysis, 
to the detriment of both the automobile dealer and the automobile consuming 
public. ea" basal fas 

If enacted, provisions of these bills would harm rather than help both the 
consumer and the dealer. The consumer would be affected directly in the pocket- 


‘book, in that he would inevitably have to pay more for his car because of higher 


finance charges. The dealer would be faced with increased costs of all of his 
financing, with the result that his volume of sales and net profits would 
necessarily decrease. 

Currently, General Motors is the only manufacturer in the finance business 
through its affiliate General Motors Acceptance Corp. The ford Motor Co, has 
announced it is giving serious consideration to plans to engage in financing the 
sale of its automobiles. If these two bills should become law, General Motors 
would have to go out of the finance business, and neither Ford nor any other auto- 
mobile manufacturer could enter the business. 

If none of the automobile manufacturers are permitted to engage in automobile 
financing, then the business will be left to the independent finance companies and 
to the banks. 

Our association certainly is not interested in penalizing either the independent 
finance companies or the banks, or preventing either from growing and prospering. 
We think, however, that they should not be nourished at the expense of the auto- 
mobile buyer and the automobile dealer, and that is just what will happen if the 
automobile manufacturers are not wermitted to engage in automobile financing. 

In any event, it appears to us that independent finance companies and the banks 
are doing well, both as to number in existence and as to the profit they make, and 
that they do not need special legislation to create a market for them. 

Let us examine the facts. The automobile dealer requires financing in terms of 
(1) the retail sales of his automobiles to the public; (2) the cars he himself buys 
from his manufacturer, his socalled floor-planned vehicles; and (3) the capital 
loans which are necessary from time to time to meet his ordinary operational 
needs. In each of these situations, GMAC, owned by General Motors, has 
proved its ability to provide financial service to its dealers comparable to or at 
lower cost than either the independent finance companies or the banks, and to do 
so profitably. 

Our members state that GMAC interest charges on wholesale financing are con- 
sistently lower than those of either the independent finance companies or the 
banks. Members also advise us that the typical GMAC interest rate is consider- 
ably lower than that of the finance company, the differential frequently being in 
the neighborhood of 0.5 percent. 

Bank financing is more competitive with GMAC, but bank funds are not as 
readily available to dealers as is financing through finance companies because 
of bankers’ reluctance to accept the greater risk of automobile wholesale financing. 
Assuming an invoice price to a dealer of $2,400 per car, the 0.5 percent difference 
required by finance companies costs the dealer $1 per month more on each vehicle 
financed than in the case of GMAC financing. 

In addition, GMAC provides a lower charge for insurance covering floor- 
planned vehicles than the independent finance companies and, as an additional 
factor, provides insurance coverage for 180 days as opposed to 90-day coverage 
normally made available by others. We understand that by reason of these 
factors, non-General Motors dealer members have urged their manufacturers for 
some time to enter the automobile finance business and provide financing services 
comparable to those available to General Motors dealers. 

The plain fact is that the independent finance companies and the banks do not 
regard wholesale automotive financing as particularly desirable business, and 
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have preferred to concentrate on the automobile dealer’s retail contracts, takin 
wholesale financing at a higher rate but only where the dealer agrees to finance 
his retail sales with them. 

In terms of retail financing, we are advised by our members that there are 
many finance companies and banks who finance at rates comparable to GMAC 
and in some cases at a somewhat cheaper rate. 

Nevertheless, the General Motors dealer with access to GMAC has an important 
advantage over other dealers, in that GMAC has established a competitive 
floor for his financing; for, if the dealer can obtain a better rate from an inde. 
pendent finance company or a bank, he can take it, but if he finds no better rate 
he can always take the very reasonable GMAC rate. 

To this important factor must be added the point referred to earlier, and that 
is that the banks and the independent finance companies have not been interested 
in wholesale automobile financing, and when they have had to take such paper 
they have frequently raised the retail rate. 

The GM dealer can give his wholesale business to GMAC and then shop 
around for the lowest available retail rate from banks and independent finance 
companies. 

For the variety of reasons recounted herein, we urge your most careful con. 
sideration of S. 838 and 8. 839, and respectfully suggest that they are not in the 
best public interest, and should not be enacted. 

We thank you for your courtesy and attention. 





Cieary, Gorriies, FRIENDLY & Hamiton, 
New York, N.Y., April 8, 1959, 
THURMAN ARNOLD, Esq. 
Washington, D.C. 


Dear Jupce ARNOLD: Pursuant to your request, I am sending you with this 
two copies of a memorandum that sets down my views as to the constitutionality 
of an a"tomobile manufacturer’s financing act. : 

Sincerely yours, 
Fow.erR HaAMILTon, 


MEMORANDUM REGARDING THE CONSTITUTIONALITY OF AN AUTOMOBILE Man 
UFACTURER’S FINANCING ACT 


This is a memorandum regarding the constitutionality of legislation prohibiting 
certain financing activities of automobile manufacturers. This memorandum 
sets down my opinion on the constitutionality of an act of Congress that would 
make it unlawful for a manufacturer of automobiles, directly or indirectly, to 
engage in the business of financing the purchase of automobiles. 

From the information that is generally available I understand that the relevant 
facts are as follows: 

Over 90 percent of automobiles produced in the United States are produced 
by three manufacturers, General Motors Corp., Ford Motor Co. and Chrysler 
Corp. Approximately two-thirds of all automobiles sold in the United States 
are sold on installment credit. Between one-third and one-half of all consumer 
installment credit outstanding in the United States is in the form of credit for 
the purchase of automobiles. At the present time only one automobile manu- 
facturer, General Motors Corp., is engaged (through GMAC) in the business 
of financing the purchase of automobiles. @MAC finances almost one-half of 
all GM automobiles sold on credit. Ford Motor Co. has announced that it is 
giving consideration to the possibility of engaging in the business of financing 
the purchase of automobiles and the Chrysler Corp. has indicated that it might 
also engage in such business. 

On the basis of the foregoing facts the following inferences may be drawn: 

Automobile financing is the single most important segment of the consumer 
installment credit industry in the United States. Automobile financing is 
susceptible to domination by financing firms under the control of three automobile 
manufacturers in the United States. 

Three bills have been introduced in the present session of Congress that would 
have the effect of prohibiting an automobile manufacturer from engaging in the 
business of financing the purchase of automobiles. These three bills vary in the 
scope of their coverage. My opinion on the question of constitutionality is not 
an opinion in respect to any one or more of these particular bills but relates gen 
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erally to legislation of this kind. To the extent that particular provisions are 
relevant to constitutional questions, such provisions are discussed below. 

It should be noted that this memorandum is limited to the question of constitu- 
tionality and does not extend to questions of policy that do not rise to the level 
of constitutional issues. For example, during the congressional consideration of 
the Automobile Dealers Franchise Act of 1956 questions of ‘class legislation’ 
were discussed in an opinion letter of the Department of Justice. The Depart- 
ment’s criticism, however, appears to have been on grounds of policy rather than 
in terms of constitutional objections. Compare the Department’s view on 
damages for past conduct with the Department’s statement beginning ‘‘the bill is 
special legislation * * *” (102 Congressional Record 10579 (1956)). 

In the light of this summary, I turn to a consideration of the following aspects of 
the question of constitutionality: 

(1) Whether the act would be an ex post facto law in violation of article I, 
section 9 of the Constitution. 
(2) Whether the act would be a bill of attainder in violation of article I, 
section 9 of the Constitution. 
(3) Whether the act would involve a deprivation of property without due 
process of law in violation of the fifth amendment to the Constitution: 
(a) Whether the factual basis is inadequate, 
(6) Whether the limitation to a class is unreasonable, and 
(c) Whether the loss of property value would be unreasonable. 
(4) Whether the act would involve a taking of property without just 
compensation in violation of the fifth amendment to the Constitution. 


1. Whether the act would be an ex post facto law in violation of article I, section 9 of 
the Constitulion 


It is my opinion that the act would not be an ex post facto law. The ex post 
facto prohibition applies only to laws that make past conduct or relationships 
criminal. (See Mahler v. Eby, 264 U.S. 32, 39 (1924).) Even if the proposed act 
imposed criminal sanctions, it would be limited to future conduct or relationships 
and thus no unconstitutional retroactivity would be involved. (See United 
States v. Trans- Missouri Freight Ass’n, 166 U.S. 290, 342 (1897) ; 102 Congressional 
Record 10577 (1956).) In the Trans- Missouri case it was argued that the applica- 
tion of the Sherman Act to a contract that was executed prior to the passage of the 
act would involve an ex post facto‘law. The Court rejected the argument as 
follows: 

“Tt is said that to grant the injunction prayed for in this case is to give the 
statute a retroactive effect; that the contract at the time it was entered into was 
not prohibited or declared illegal by the statute, as it had not then been passed; 
and to now enjoin the doing of an act which was legal at the time it was done 
would be improper. We give to the law no retroactive effect. The agreement in 
question is a continuing one. The parties to it adopt certain machinery, and agree 
to certain methods for the purpose of establishing and maintaining in the future 
reasonable rates for transportation. Assuming such action to have been legal 
at the time the agreement was first entered into, the continuation of the agree- 
ment, after it has been declared to be illegal, becomes a violation of the act. The 
statute prohibits the continuing or entering into such an agreement for the future, 
and if the agreement be continued it then becomes a violation of the act. There 
is nothing of an ex post facto character about the act. The civil remedy by 
injunction and the liability to punishment under the criminal provisions of the 
act are entirely distinct, and there can be no question of any act being regarded 
as. a Violation of the statute which occurred before it was passed. After its passage, 
if the law be violated, the parties violating it may render themselves liable to be 
punished criminally; but not otherwise” (166 U.S. at 342). 

The only past relationship that would be affected by the act presently under 
consideration is the ownership of GMAC by GM. The divestiture of GMAC 
from GM would at most involve a question of deprivation of property without 
due process of law rather than a question of an ex post facto law. In North Ameri- 
can Co. v. S.E.C. (327 U.S. 686 (1946)), it was argued that, because the Public 
Utility Holding Company Act of 1935 required divestiture, in certain cireum- 
stances, of stock ownership in a subsidiary corporation acquired prior to 1935, 
the act involved an ex post facto law. The Supreme Court rejected the argument 
as follows: 

“The contention also is made that the fact that §11(b) (1) requires disposition 
of security holdings and the termination of relationships which antedate the 
passage of the act is fatal to its validity. But it merely requires that such holdings 
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and relationships shall not continue in the future. There is no punishment fop 
past events. Certainly there is no constitutional requirement that the status quo 
be maintained. (See United States v. Trans-Missouri Freight Assn., 166 U.S, 299 
342” (327 U.S. at 708, n. 15).) ; 
Similarly the argument was rejected in American Power & Light Co., v. S.B.¢ 
(141 F. 2d 606 (1st Cir. 1944), aff’d, 329 U.S. 90 (1946),) as follows: ao 
“Section 11(b)(2) [of the Public Utility Holding Company Act] as here applied 
is not an ‘ex post facto law’ in violation of the prohibition of article I, §9 of the 
Constitution. It is immaterial that the structures of the holding company systems 
may have been built up by means which were lawful prior to the passage of the 
Public Utility Act of 1935. Section 11(b)(2) does not seek to punish anyone for 
past acts, lawful when done. It merely seeks, for the future, to eliminate factors 
in the structures of holding company systems likely to be productive of harm 
to interstate commerce. In United States v. Trans-Missouri Freight Association 
1897, 166 U.S. 290, 342, 17 S. Ct. 540, 41 L. Ed. 1007, an antitrust case, the court 
rejected a similar argument on the ex post facto point” (141 F. 2d at 625), 


2. Whether the act would be a bill of attainder in violation of article I, section 9 of the 
Constitution 


It is my opinion that the act would not be a bill of attainder because it would 
not involve punishment for past activity. (See American Communications Ass'n y, 
Douds, 339 U.S. 383, 413 (1950); North American Co. v. S.E.C., supra.) As long 
as the act would not seek to punish past stock ownership or past use of the ad. 
vantages of combined control of manufacturing and financing but would merely 
provide for divestiture to protect the public from future harmful effects of com- 
bined control, the act would not be a bill of attainder. 


3. Whether the act would involve a deprivation of property without due process of 
law in violation of the fifth amendment to the Constitution 


(a) Whether the factual basis is inadequate.—The fifth amendment requires 
that legislation not be arbitrary. Thus in Nebbia v. New York (291 U.S. 502 
(1934)), the Supreme Court stated: “* * * a regulation valid for one sort of 
business, or in given circumstances, may be invalid for another sort, or for the 
same business under other circumstances, because the reasonableness of each 
regulation depends upon the relevant facts’ (291 U.S. 525). 

The source of such relevant facts may be common knowledge or experience, 
(See Patsone v. Pennsylvania, 232 U.S. 138, 144 (1914); Skinner v. Oklahoma, 316 
U.S. 535, 544 (1942) (concurring opinion).) While a court may make an inde- 
pendent determination of the existence of such underlying facts, the Supreme 
Court has indicated that there is a presumption of constitutionality and that, if 
any state of facts that could reasonably be assumed would support the legislative 
judgment, the act will be upheld. (See United States v. Carolene Products Co., 
304 U.S. 144, 153-154 (1938); O’Gorman & Young, Inc. v. Hartford Fire Ins. Co., 
282 U.S. 251, 257-258 (1931); Ohio ex rel. Clarke v. Deckebach, 274 U.S. 392, 397 
(1927).) Inthe Carolene Products case, which presented the constitutionality of 
the Federal Filled Milk Act, the Supreme Court made the following statement in 
respect to the judicial function in determining the existence of facts that supply a 
rational basis for legislation: 

‘“* * * But by their very nature such inquiries, where the legislative judgment 
is drawn in question, must be restricted to the issue whether any state of facts 
either known or which could reasonably be assumed affords support for it. Here 
the demurrer challenges the validity of the statute on its face and it is evident 
from all the considerations presented to Congress, and those of which we may 
take judicial notice, that the question is at least debatable whether commerce in 
filled milk should be left unregulated, or in some measure restricted, or wholly 
prohibited. As that decision was for Congress, neither the finding of a court 
arrived at by weighing the evidence, nor the verdict of a jury can be substituted 
for it”’ (304 U.S. 154). 

In respect to the act under consideration, the record of congressional hearings 
will presumably contain statements of fact indicating that anticompetitive evils 
are likely to result from a combination of manufacturing and financing of auto- 
mobiles. In my view such a factual basis would be adequate to meet the consti- 
tutional requirement. 

(b) Whether the limitation to a class is unreasonable.—If Congress determines 
that an evil exists that warrants legislative correction, it may validly decide to 
regulate only some areas or classes on the ground that the problem is more acute 
in particular areas or classes or that the remedy is more appropriate to particular 
areas or classes or that an attitude of cautious experimentation is warranted. 
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(See Currin v. Wallace, 306 U.S. 1 (1939); United States v. Carolene Products Co., 
304 U.S. 144 (1938); Steward Machine Co. v. Davis, 301 U.S. 548 (1937); Electric 
Bond & Share Co. v. S.E.C., 92 F. 2d 580 (2d Cir. 1937), aff'd, 303 U.S. 419 (1938) ; 
see also West Coast Hotel Co. v. Parrish, 300 U.S. 379 (1937); Semler v. Oregon 
State Board of Dental Examiners, 294 U.S. 608, 610 (1935); Keokee Consolidated 
Coke Co. v. Taylor, 234 U.S. 224 (1914).) 

The Keokee case, supra, involved State legislation that prohibited the issuance, 
in payment for labor, of any order not redeemable in U.S. currency. The 
law applied, however, only to mining and manufacturing companies, and it 
was argued that, since it was so limited, it was a kind of class legislation that 
was unconstitutional. The Supreme Court rejected the argument as follows: 

“Jt is more pressed that the act discriminates unconstitutionally against certain 
classes. But while there are differences of opinion as to the degree and kind of 
discrimination permitted by the 14th amendment, it is established by repeated 
decisions that a statute aimed at what is deemed an evil, and hitting it presumably 
where experience shows it to be most felt, is not to be upset by thinking up and enumer- 
ating other instances to which it might have been applied equally well, so far as the 
Court can see. That is for the legislature to judge unless the case is very clear. 
* * * The suggestion that others besides mining and manufacturing companies 
may keep shops and pay their workmen with orders on themselves for merchan- 
dise is not enough to overthrow a law that must be presumed to be deemed by 
the legislature coextensive with the practical need” (234 U.S. 227). [Emphasis 
supplied. 

r he Pesaishin Products case, supra, involved the Federal Filled Milk Act which 
declared filled milk (i.e., milk compounded with any fat or oil other than milk fat) 
to be an adulterated article of food and prohibited its shipment in interstate com- 
merce. It was argued that the failure to apply the rule against adulteration to 
other products constituted a deprivation of property without due process of law. 
The Supreme Court replied as follows: 

“Appellee raises no valid objection to the present statute by arguing that its 
prohibition has not been extended to oleomargarine or other butter substitutes in 
which vegetable fats or oils are substituted for butterfat. The 5th amendment 
has no equal protection clause, and even that of the 14th, applicable only to the 
States, does not compel their legislatures to prohibit all like evils, or none. A legisla- 
ture nay hit at an abuse which it has found, even though it has failed to strike 
at another’ (304 U.S. at 151). [Emphasis supplied.] 

Electric Bond & Share, supra, involved the Public Utility Holding Company 
Act of 1935 which limited its regulation of holding company systems to systems 
in the public utility field. It was argued that that limitation constituted a 
violation of the due process clause. The Court of Appeals for the Second Circuit 
replied to the argument as follows: 

“* * * Holding companies controlling electric and gas companies which are 
local monopolies not subject to the normal restraints of competition may readily 
and reasonably be distinguished from other holding companies. But a distinction 
in legislation is not arbitrary ‘if any state of facts reasonably can be conceived that 
would sustain it, the existence of that state of facts at the time the law was 
enacted must be assumed.’ * * * It is unnecessary that the legislative authority 
exerted in the proper field embrace all the evils within its reach. The Constitution 
permits cautious advance, step by step, in dealing with the evils which are exhibited 
in the eas within the range of the legislative power’”’ (92 F. 2d 591). [Emphasis 
supplied. 

he decision of the second circuit was affirmed by the Supreme Court before 
whom the argument of class legislation appears not to have been repeated (id., 
303 U.S. 419 (1938)). 

The Steward Machine case, supra, involved the Federal Social Security Act 
of 1935 which laid a tax on employers of labor but excluded agricultural labor, 
domestic service in private homes and some other classes of employment and also 
did not apply to emplovers of fewer than eight persons. It was argued that the 
act contained an arbitrary discrimination in violation of the fifth amendment. 
The Supreme Court rejected the argument as follows: 

“The 5th Amendment unlike the 14th has no equal protection clause. * * * 
But even the States, though subject to such a clause, are not confined to a formula 
of rigid uniformity in framing measures of taxation. * * * They may lay an 
excise on the operations of a particular kind of business, and exempt some other 
kind of business closely akin thereto. * * * If this latitude of judgment is lawful 
for the States, it is lawful, a fortiori, in legislation by the Congress, which is sub- 
ject to restraints less narrow and confining. * * * 


41063 O—59——31 











476 AUTO FINANCING LEGISLATION 


“The classifications and exemptions directed by the statute now in controversy 
have support in considerations of policy and practical convenience that cannot be 
condemned as arbitrary’”’ (301 U.S. 584). 

Currin v. Wallace, supra, involved the Federal Tobacco Inspection Act of 1935 
which was challenged as discriminatory on the ground that, unlike the petitioners 
other warehousemen in other tobacco markets who were doing the same kind of 
business and were competing for patronage among the same growers were free 
to conduct sales without inspection and certification by Federal authorities, The 
Supreme Court noted that the reason for the discrimination was that “* * * the 
lack of a sufficient number of expert inspectors made it impracticable to supply 
inspection and grading at all tobacco auction markets”’ (306 U.S. 13). The Cour 
continued as follows: 

“Congress may choose the commodities and places to which its regulation 
shall apply. Congress may consider and weigh relative situations and needs 
Congress is not restricted by any technical requirements but may make limited 
applications and resort to tests so that it may have the benefit of experience in deciy. 
ing upon the continuance or etxension of a policy which under the Constitution jt 
is free to adopt. As to such choices, the question is one of wisdom and not 9. 
power” (306 U.S. 14). [Emphasis supplied.] 

The Parrish case, supra, involved a State minimum wage law that was limited 
to women. In upholding the law over the objection that it constituted an arbi. 
trary discrimination because it did not extend to men the Supreme Court stated: 

“This Court has frequently held that the legislative authority, acting within 
its proper field, is not bound to extend its regulation to all cases which it might 
possibly reach. The legislature ‘is free to recognize degrees of harm and it may con. 
fine its restrictions to those classes of cases where the need is deemed to be clearest,’ | 
‘the law presumably hits the evil where it is most felt, it is not to be overthrown becaus 
there are other instances to which it might have been applied.’ There is no ‘doe. 
trinaire requirement’ that the legislation should be couched in all embracing 
terms’’ (300 U.S. 400). [Emphasis supplied.) 

In Sunshine Anthracite Coal Co. v. Adkins (310 U.S. 381 (1940)), which upheld 
the constitutionality of the Federal Bituminous Coal Act of 1937, the Supreme 
Court stated that Congress ‘“‘* * * may single out for separate treatment, as it 
has done on various occasions, a particular industry and thereby remove the 
penalties of the Sherman Act as respects it’? (310 U.S. 396). 

The principles set forth in the cases discussed above were recently reaffirmed 
by the Supreme Court in the context of a State statute that involved a classifica. 
tion in respect to property taxes (Allied Stores of Ohio, Inc. v. Bowers, 27 U.S.L, 
Week 4110 (U.S. Feb. 24, 1959)). The Supreme Court upheld the constitu. 
tionality of the statute as follows: 

“* * * it has long been settled that a classification, though discriminatory, is 
not arbitrary nor violative of the equal protection clause of the 14th amendment 
if any state of facts reasonably can be conceived that would sustain it. * * * 

“In the light of the law thus well settled, how stands appellant’s case? We 
cannot assume that State legislative enactments were adopted arbitrarily or with- 
out good reason to further some legitimate policy of the State. What were the 
special reasons, motives or policies of the Ohio Legislature for adopting the ques- 
tioned proviso we do not know with certainty, nor is it important that we should 
* * * we cannot say that the discrimination * * * was not founded upon 4 
reasonable distinction, or difference in State policy, or that no state of facets 
reasonably can be conceived to sustain it’? (27 U.S.L. Week 4111-4112). 

The question of ‘‘class legislation’’ was discussed in the Senate in connection 
with the Federal Automobile Dealers Franchise Act of 1956. The remarks of 
Senator Monroney are pertinent to the act presently under consideration as well 
as to the 1956 act. He stated: 

“Actually, I think the primary industry of this Nation and of the world is im- 
portant enough to be the subject of legislation in this field. The committees 
spent many, many months in careful study of the conditions in the automobile 
industry. But if additional legislation is necessary to cover the farm implement, 
the television, the radio, or the refrigerator industries, all of which have franchise 
agreements, let us consider legislating for them later. I do not think Congress 
knows enough about all those subjects, or can know enough about them, ins 
single period of 2 years of investigation, to legislate across that whole field” 
(102 Congressional Record 10581 (1956)). 

The only reported case under the 1956 Act or the Federal Automobile Informa- 
tion Disclosure Act of 1958 is Staten Island Motors, Inc. v. American Motors Sales 
Corp. (1959 Trade Cas. Par. 69, 262 (D.N.J., Jan. 21, 1959)), which presented a 
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question under the 1956 act. The opinion in the Staten Island case, however, did 
not pass on any constitutional question. 

It is my opinion that the failure of the act under consideration to extend to 
financing by manufacturers other than manufacturers of automobiles would not 
constitute an unreasonable classification in view of the amount of automobile 
installment credit outstanding and the concentration of manufacturing in the 
hands of three companies in the automobile industry. The fact that the degree 
of concentration of manufacturing in the areas of kitchen appliances, radios and 
similar products is lower than in the area of automobiles would add support to 
the reasonableness of the classification as would the fact that the dollar amount 
of credit that could be controlled by a manufacturer who financed a particular 
product outside the area of automobiles is lower than the amount that could be 
controlled by an automobile manufacturer. 

(c) Whether the loss of property value would be unreasonable.—The question arises 
whether the loss of property value that may result from divestiture required 
under the act would constitute a deprivation of property without due process 
of law. If a reasonable time is allowed for divestiture so as to permit the stock 
of a corporate subsidiary to be distributed to the parent’s stockholders or otherwise 
disposed of in a manner compatible with the preservation of most of the inherent 
value of the subsidiary’s stock, the only value that necessarily would be destroyed 
would be the amount that represents the advantages resulting from the combina- 
tion of manufacturing and financing. Congress has been held to have the power 
to balance such injury to private interests against the possible evil effects on the 
public of concentration of control, and, after deciding that such evil effects are 
greater, to require divestiture even though divestiture would destroy the value of 
combined control. Congress has such power even where the stock ownership 
required to be divested was acquired prior to the passage of the regulatory Act. 
The statement of the Supreme Court in North American Co. v. S.E.C. (327 U.S. 
686 (1946)), in respect to the “taking” of property is applicable to the question 
of deprivation of property as well. The Supreme Court stated: 

“The taking of property is said to involve ‘a vast destruction of values.’ Refer- 
ence is made in this respect to the valuable right of North America’s shareholders to 
pool their investments and thereby obtain the benefit alleged to flow from efficient, 
common management of diversified interests. But Congress balanced the various 
considerations and concluded that this right is clearly outweighed by the actual 
and potential damage to the public, the investors and the consumers resulting 
from the use made of pooled investments. Under such circumstances, whatever 
value this right may have does not foreclose the protection of the various interests 
which Congress found to be paramount. See Northern Securities Co. v. United 
States, supra. Nor does the value of North American’s contributions as a holding 
company to the earning power and intrinsic value of the assets divested pursuant to 
section 11(b)(1) bar Congress from requiring such divestment. Congress has con- 
cluded from the extensive studies made prior to the passage of the act that the 
economic advantages of a holding company at the top of an unintegrated sprawling 
system are not commensurate with the resulting economic disadvantages. The 
reasonableness of that conclusion is one for Congress to determine. The fact 
that valuable interests may be affected does not, by itself, render invalid under 
the due process clause the determination made by Congress.”’ 

* * * * * * * 


“* * * And there are provisions in the act guarding against unduly rapid 
divestment or liquidation. In the light of such statutory and judicial safeguards 
and in the absence of any alleged unfair plan of divestment, we cannot say that 
North American’s shareholders are adversely affected, from a constitutional 
standpoint, by the operation of section 11(b)(1). North American’s reliance 
on such cases as Louisville Joint Stock Land Bank v. Radford, 295 U.S. 555, is 
therefore misplaced”’ (327 U.S. 708, 709-710). 

In my view the act under consideration would not involve an unconstitutional 
loss of property value if the provision for enforcement of the act would allow 
a court or a regulatory agency to approve a plan of divestiture that could be carried 
out over a reasonable time. 


4. Whether the act would involve a taking of property without just compensation in 
violation of the fifth amendment to the Constitution 
For reasons stated above under question 3(¢), I conclude that the act would 


not involve a ‘‘taking”’ of property in violation of the fifth amendment. (See also 
American Power & Light Co. v. S.E.C., 329 U.S. 90, 106-07 (1946).) 
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STaTEMENT OF Eart W. KintTNER, GENERAL COUNSEL, FEDERAL Trapg 
ComMISsSsION, FespruaARY 24, 1959 


S. 839 would prohibit “any automobile manufacturer to engage in business 
directly or indirectly as an automobile finance agency or as an automobile jp. 
surance agency.” The insurance laws of the several States do not contain g 
similar prohibition as such. In fact, the only State law that prohibits an insurer 
or agent from engaging in another business is found in the Insurance Code of 
South Carolina (28 U.S.C. sec. 2281-2284, Act. No. 787, 8.C. Acts of 1948, p. 1947) 
as follows: 
“Section 1. Life insurance companies and their emplovees not own or operate 
undertaking business.—It shall be unlawful for any life insurance company 
corporation, or association, except fraternal benefit societies licensed to do business 
in this State to own, manage, supervise, or operate or maintain a mortuary or 
undertaking establishment, or to permit its officers, agents or employees to own 
operate or maintain any such funeral or undertaking business. . 
“Sec. 2. Life insurance company or sick or funeral benefit company not con- 
tract with undertaker conduct funeral of person insured by it.—It shall be unlawfy! 
for any life insurance company, sick or funeral benefit company, or any company 
corporation or association engaged in a similar business to contract or agree with 
any funeral director, undertaker or mortuary to the effect that such funeral diree- 
tor, undertaker, or mortuary shall conduct the funeral of any person insured 
by such company, corporation or association. 
“Sec. 3: Undertaker and his employees not act as agent for life insurance 
company.—It shall be unlawful for any funeral director, undertaker, or mortuary, 
or any agent, officer or employee thereof to be licensed as agent, solicitor or sales. 
man for any life insurance company, corporation or association doing business 
in this State.” 
The Supreme Court in upholding the constitutionality of this law (Daniel y, 
Family Security Life Insurance Company (336 U.S. 220, Feb. 1949)), as not in 
contravention of the due process and equal protection clauses of the 14th amend- 
ment, stated: 
“The South Carolina statute, on its face, does not contravene the provisions 
of the 14th amendment. Neither does it offend the Amendment as applied 
to these respondents. We reverse the judgment below.”’ 
State insurance laws, applicable to the licensing of insurers, agents and 
brokers, approach the problem inherent within the purposes of S. 839 by a grant 
of power to the Insurance Commissioner permitting an inquiry into the character 
of the business written or sought to be written. This inquiry resolves the issues 
posed by two types of statute. 
(1) Each State insurance code contains a provision declaring that “‘no insurer, 
general agent, agent, broker, or solicitor shall, as an inducement to insurance, or 
after insurance has been effected, directly or indirectly, offer, promise, allow, 
give, set off, or pay to the insured or to any employee of the insured, any rebate, 
discount, abatement, or reduction of premium or any part thereof named in any 
insurance contract, or any commission thereon, or earnings, profits, dividends, 
or other benefit, or any other valuable consideration or inducement whatsoever 
which is not expressly provided for in the policy” (e.g. sec. 30.14 of Insurance 
Code of the State of Washington, 1947). 
The insurance commissioner, in enforcing this statute in the field of automotive 
sales and financing, would seek to determine if the placement of insurance on the 
financed automobile was in any manner related to the purchase or conditional 
sales agreement. 
The second statutory approach is that typified by section 644.3 of Ohio insurance 
laws (1952): 
“Sec. 644-3. Refusal to grant or renew license and revocation of license; 
investigation of written complaint; appeal; hearing. It shall be the duty of the 
superintendent of insurance to refuse to grant any license applied for, to refuse 
to renew, and to revoke any license of or to any appointee, agent, solicitor or 
foreign broker, when he is satisfied that the principal use of such license has been or 
is to procure, receive, or forward applications for insurance of any kind, other than 
life, or to solicit, place, or effect such insurance directly or indirectly upon or in 
connection with the property of such appointee, agent, foreign broker, or solicitor 
or that of relatives, employers, employees, or that for which they or the appointee, 
agent, foreign broker, or solicitor are or is agent, custodian, vendor, bailee, trustee, 
a =" or to evade or violate the provisions of section 9589-1 of the General 
ode.”’ 
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The State of Ohio in Motors Insurance Corp. ve. Robinson, Supt. of Insurance 
(106 N.E. 2nd 572 aff. by Sp. Ct. of Ohio 157 O.S. 354) invoked the provisions of 
this statute in refusing to renew the licenses of agency representatives of Motors 
Insurance who, in fact, were also dealers in motor vehicles. In upholding the 
legality of the State’s refusal, the court stated: 

* * * * . * ok 

“2 It clearly appears, therefore, that the interpretation placed on the added 
provisions of G.C. § 644 made in 1935, was that there was a restriction against 
licensees placing insurance on motor vehicles sold by them or their employers, 
and this restriction was not limited to or determined by the vendor’s interest, but 
was intended to apply to those transactions where the licensee or his employer had 
actually sold the particular automobile involved. 

“The purpose of the restriction was undoubtedly intended to prevent an unfair 
advantage in the placing of insurance and the licensing of persons who are not 
intending to do a general insurance business, but simply to supplement their 
primary business of selling automobiles.” 


And: 

“Tn the instant case it is not difficu't to see that if automobile salesmen may be 
licensed as insurance agents without restriction or limitation, the effecting of all 
kinds of insurance involving automobiles could conceivably and reasonably become 
in theory, if not in fact, a monopoly controlled by that company or companies 
which were successful in having the automobile agents licensed to sell their 
insurance. ; 

“The prevention of such an eventuality could well have been the purpose of the 
legislature in enacting the law under consideration, which the court determines 
is not in contravention with any of our State or Nationai constitutional pro- 
visions.” 





STATEMENT OF HANFoRD A. CROCKARD, PRESIDENT OF CROCKARD CHEVROLET Co., 
BERKELEY, CALIF., AND CROCKARD-CADDEL CHEVROLET Co., ROSEVILLE, CALIF. 


In January 1926, I made application to the Chevrolet Motor Division of Gen- 
eral Motors for a selling agreement to sell Chevrolets in the City of Roseville, 
Calif. The city, at that time, had a population of about 5,000. I was a young 
man of 25 years of age with practically no financial standing. I had been married 
about a year and a half; had last month’s pay check and a mortgage; and the 
inspiration to become a small businessman in a growing community in the Sacra- 
mento Valley of California. 

The Chevrolet Motor Division granted me a selling agreement and shipped eight 
cars. Due to the shortage of capital, it was necessary for me to floor these cars. 
The only facility at that time available to me was with the General Motors Accept- 
ance Corp. It was through this procedure and facility that my company without 
absorbing high interest and service charges was able to place upon its floors new 
Chevrolet Motor vehicles for sale to the public and, at the same time be competi- 
tive and also able to pass on to the public these several savings in costs. 

The establishment of Crockard Chevrolet Co. at that time was the beginning 
of a thriving, small business that started with a tremendous amount of ambition, 
faith, and courage, together with the assistance of a facility known as GMAC and 
the manufacturer. During the ensuing years, Crockard Chevrolet Co. has grown. 
Crockard Chevrolet Co. in Roseville is now Crockard-Caddel Chevrolet Co. and 
the original Crockard Chevrolet Co. has established a place of business, since 1949, 
in the city of Berkeley in California. It is felt that had it not been for the facility 
offered through General Motors Acceptance Corp. through the years, and es- 
pecially during the wartime and depression, that the development of these two 
companies which now employ in excess of 100 people in the 2 communities probably 
would not be in existence today. 

It has been rumored that coercion has been exercised or applied between the 
manufacturer, the dealer, and General Motors Acceptance Corp. This I can 
truthfully state is not the fact. There has never been a time that even an in- 
ference has been made that I, as an automobile dealer, should use General Motors 
Acceptance Corp. in any way, shape, or form. The fact of the matter is that I 
have used other facilities from time to time without any criticism. 

It is felt that the General Motors Corp. should not be denied the right to 


continue to carry on a business activity that it has carried on for the past many 
years, 
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It is felt that the proposed legislation as set forth in Senate bills S. 838 and 8 
839 is prejudicial to the interests of General Motors and to the interests of auto. 
mobile dealers and more importantly, to those of the public and economy of the 
country. 

It is my firm belief that the public would have to pay the tariff in event such 
legislation was passed. 


A Strupy or GENERAL Motors AccEepTaNce Corp.’s POSITION IN THE 
AUTOMOBILE INSTALLMENT CREDIT INDUSTRY 


(Prepared by American Finance Conference) 
GENERAL Motors ACCEPTANCE Corp. 


GMAC was incorporated under the laws of the State of New York on Jan 
24, 1919. The entire capital stock is owned by General Motors Corp. 

The general business of GMAC and its consolidated subsidiaries is to finanee 
the distribution of new products manufactured by General Motors to dealer 
for resale, and to finance such dealers’ retail installment sales of new products 
as well as used units of any make. 

The directors of General Motors Acceptance Corp., according to the annual 
report for the year ended December 31, 1957, were: 

Harold E. Beyer, president, General Exchange Insurance Corp.; president, Motors 
Insurance Corp. 

Gavin Brackenridge, vice president. 

James A. Callan, executive vice president. 

Frederic G. Donner, chairman, financial policy committee, General Motors Corp. 
John C. Felli, assistant treasurer, General Motors Corp. 

George Russell, vice president, financial staff, General Motors Corp. 

Charles G. Stradella, president. 

Thomas W. Towell, executive vice president. 

John O. Zimmerman, executive vice president. 


uary 


THE AUTOMOBILE INSTALLMENT CREDIT INDUSTRY 


Automobile paper constitutes the principal component of consumer installment 
credit in the United States as indicated by the following statistics furnished by 
the Federal Reserve Board: 


Installment credit ertended during the years, 1941-57 


[In millions of dollars} 








Automobile paper 

Other Repair and Personal 
Year Grand total consumer | modernization loans 
Amount | Percent |goods paper loans 

of total 
$9, 425 $3, 823 40.6 $2, 929 $312 $2, 361 
18, 108 6, 967 38.5 5, 865 734 4, 542 
21, 558 8, 530 39. 6 7,150 835 5,048 
23, 576 8, 956 38. 0 7, 485 841 6,24 
29, 514 11, 764 39.9 9, 186 1,217 7,347 
31, 558 | 12, 981 41.1 9, 227 1, 344 8, 006 
31, 051 11, 807 38.0 9,117 1, 261 8, 866 
39, 039 | 16, 745 42.8 10, 634 1, 388 10, 272 
40, 063 | 15, 563 39. 2 11, 590 1, 568 11,342 
42,411 | 16, 681 39.3 11, 599 1, 518 12, 613 





While it was the favorable experience on automobile installment paper that 
established consumer installment credit as a sound type of financing, it was the 
automobile sales finance company which initially developed the techniques and 
operating policies which made installment credit available to the average Ameri- 
can consumer. In recent years, except for the period during and immediately 
following the second World War when new automobile financing was at a very low 
level, sales finance companies have regularly extended approximately one-half 
of all the automobile installment credit in the United States. According to data 
furnished by the Federal Reserve Board, extensions of installment credit on 
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assenger cars were made by sales finance companies, commercial banks, and 
other grantors in the following proportion: 


Percent of automobile installment credit extended by sales finance companies, com- 
mercial banks, and others, 1949-57 








| Total Percent of total extended by 
automobile 7 : 
Year | installment | 
credit Sales | Commer- All 
finance | cial | others 
| companies; banks | 
| Millions 
gM Be at be <2 $6, 967 | 49.2 | 39.6 | 11.2 
7 eee | aasidcnenl 8, 530 48.0 | 41.1 | 10.9 
OE cox odccanancaival . 8, 956 7.8 40.9 11.3 
te PERLE CNEL bandylonsiel 11, 764 | 45.6 | 43.1 | 11.3 
1953... ae i. sand 12, 981 46.0 42.5 11.5 
—s 8 bi 11, 807 47.8 | 41.1 11.1 
ee. 2s tl ion 16, 745 49. 2 41.0 9.8 
2 el romeed "| 15, 563 47.2 | 41.6 | 11.2 
1957........ oo, 16, 681 45.1 43.2 11.7 








COMPARISON OF GMAC VOLUME WITH VOLUME OF OTHER SALES FINANCE COMPANIES 


Chart I on the following page illustrates GMAC’s percentage of all automotive 
(passenger cars and commercial vehicles) instalment credit extended by U.S. 
sales finance companies from 1948 to 1957. It will be noted that four of the five 
largest independent sales finance companies plus all other U.S. finance companies 
combined show a decline in their respective share of the market from 1948 to 1957. 
It is also significant to note that since 1952 a decline has been experienced by each 
of the five largest independent companies as well as all other companies as a group. 
On the other hand, GMAC increased its share from 19 percent in 1948 to 40.9 
percent in 1957. Furthermore, the increase in GMAC domination of the industry 
was especially pronounced during 1953 and 1954 when its percentage of the 
business done by all sales finance companies rose from 28.4 to 38.2 percent. 
This is an increase of 34.5 percent. 

On July 28, 1952, a consent decree was entered against General Motors Corp. 
and General Motors Acceptance Corp. by Judge Walter J. LaBuy, sitting in the 
U.S. District Court for the Northern District of Illinois, Eastern Division, Chicago. 
This decree, which became effective November 25, 1952, terminated a suit filed 
by the Government on October 1, 1940, seeking to require GM to divest itself of 
the ownership of GMAC. Previously, both GM and GMAC had been convicted 
in the U.S. district court, at South Bend, Ind., of conspiracy to violate the Sherman 
antitrust law as charged in counts of indictments returned against the defendants 
on May 27, 1938, and upon which conviction was had by jury trial on November 
17, 1939. 

The decree prevents discrimination against independent sales finance companies 
and directs GM to permit these companies, at the dealer’s request, to pay for 
GM cars at wholesale, and to give documents of title in connection with such 
payment. It also forbids GM from coercing its dealers, in any way, to use 
GMAC. It also provides that GMAC shall not represent in any manner to any 
dealer: (a) that GM requires him to patronize GMAC; (6) that his failure to use 
GMAC will result in the cancellation or termination by GM of the dealer’s 
contract, franchise, or agreement; (c) that his failure to use GMAC will result in 
the loss of any advantage, service, or facility furnished by GM; (d) that GMAC 
can obtain from GM any facility, service, or privilege which is not available to 
any other finance company. 
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(Passenger Cars and Coumercial Vehicles) 
Source: Exhibit I, Appendix 


GM AND GMAC MARKET PENETRATION 


Using 1952 (the year the consent decree became effective) as an index of 100, 
the relative change in GMAC’s industry position can be compared with GM’s 
relative share of all new car registrations, as follows: 





GM GMAC 
Year 

Percent of Index Percent of Index 

industry 1952= 100 industry 1952= 100 
EE AL need natebopanae diy el ataahin die aleeaada SRM 42. 89 102.8 26. 98 4.9 
atl I nied tine sik sis nie et Dir eeon vavahinan she cilctden: deta dnba ee 45. 38 108. 7 29. 43 103.5 
ae eiRr ee AR sis vince im elie ase Gunie asc ton 42.83 102. 6 28. 35 99.7 
rete. oe di actg cea: vi ie Resinaeboat 41.74 100. 0 28. 44 100.0 
Le ee oe each so 45. 07 108. 0 35. 12 12.5 
WO cetinwcdeget «sid nccuk stlna tack mince A 50. 70 121.5 38. 16 134.2 
CE eee we Olt an si pepiine pau nchics alin 50. 76 121.6 38. 52 135.4 
I en telli ins = onaercns esi A arg ll  h alias Ra 50. 78 121.7 40. 29 141.7 
EN ETE en meet pe scl 44. 85 107.5 40. 86 143.7 
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(Index: 1952 = 100.0) 
Source: Exhibit II, Appendix 


Chart II, above, illustrates this change in the market position of GM and 
GMAC. Since GMAC does business exclusively with GM dealers, the change in 
GMAC’s industry position should be influenced by the relative change in GM’s 
position in the automobile industry. It is significant to note, however, that 
GMAC continues to increase its proportion of the market substantially above 
that of GM. During the 4-year period ending 1956 GMAC had increased its 
relative share of the market by 41.7 percent while GM was increasing its share 
of the market by 21.7 percent. Particular attention should be directed to the 
change in 1957 which resulted in the increase of GM’s relative share of the market 
since 1952 dropping to 7.5 percent while GMAC increased further its proportion 
of the market to 43.7 percent during the 5 year period. 


DEBT AND CAPITAL; GMAC COMPARED TO THE THREE LARGEST INDEPENDENT SALES 
FINANCE COMPANIES COMBINED 


The ratio of borrowed funds to equity capital is of prime importance to any 
sales finance company. The more borrowed funds a sales finance company is 
able to employ in relation to a given amount of capital in financing its portfolio 
of installment receivables, the greater the leverage will be on its equity investment. 
Consequently, the borrowed-funds ratio is a vital factor in determining the net 
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return on the capital investment of a sales finance company. For example, a 
company which, perhaps for privileged or noncompetitive reasons, can realize q 
higher than normal ratio of borrowed funds to capital employed, is in a position 
to accept a smaller net return on its finance volume and still be able to realize as 
good or better return on its investment than its competitors. 

Reductions in net return on installment receivables could take several forms, 
First, commissions paid to dealers might be substantially increased. Second 
credit terms might be liberalized to the extent of unduly increasing the business 
risks involved. And finally, a company might accept a poorer class of paper 
and realize unfavorable liquidation experience. These factors are extremely jm- 
portant to the sales finance industry and become especially significant if they 
happen to apply to a company that dominates the industry. re 

The use of term debt subordinated to the regular or senior borrowings has 
been developed in recent years and provides sales finance companies with g 
means of expanding the borrowing base. Subordinated obligations are merely 
another category of borrowed funds and permits sales finance companies to 
increase their leverage on invested capital. The increase in leverage has been 
relatively modest in the case of the three largest independent sales finance com- 
panies but very substantial in the case of GMAC. The ratios of all classes of 
debt (current, long-term, subordinated, and non-subordinated) to equity funds 
for GMAC and the three largest independent sales finance companies combined 
for 1947 to 1957 are listed below: 


Ratio of total debt to total equity capital 





\| 











| | | 
3 largest | 3 largest 
Year ending | independent || Year ending | independent 
Dec. 31 GMAC finance | Dec. 31 | GMAC finance 
companies | companies 
| combined 1 combined 
1 | | 
1947__ 3.32 to 1- 4.26 to 1. |} 1953 _ | 15.07 to 1 5.67 to 1. 
1948 _ - : .---| 5.55 to 1. 4.43 to 1. 1} 1954_- | 14.93 to 1 | 5.01 to 1. 
1949 __ . | 10.09 to 1 4.10 to 1. 1} 1055_.. | 15.44tol | 6.85 to 1. 
1950. ___- | 10.18 to 1 4.74 to 1. 1956 _ - , 15.14 to 1 | 6.56 to 1. 
See : | 10.25 to 1 4.89 to 1. i} 1957. - 15.05 to 1 | 6.71 tol. 
1952. | 11.36 to 1 5.55 to 1. | 


| 1] | 





Charts III and IV on the next two pages show the large increase in the total 
debt of GMAC in relation to the increase in equity capital. The debt and capital 
relationship of the three largest independent sales finance companies combined 
is also shown for purposes of comparison. It is evident that GMAC has been 
able to increase substantially its ratio of borrowed funds to equity capital over 
the borrowed-funds ratio for the three largest independent sales finance com- 
panies combined. 


ADDITIONAL QUESTIONS FOR INVESTIGATION AND STUDY 


(1) Is GMAC being operated in competition with other sales finance com- 
panies or is it being used more as a tool of General Motors in merchandising 
their products? 

(2) To what extent, if any, is General Motors using GMAC as a means of 
supplying profit to its dealers in the form of financing commissions so that the 
dealers in turn may accept a smaller margin of profit on the sale of cars, thus 
placing them in a better competitive position in the new car market? 

(3) What forces, other than purely competitive, have enabled GMAC to in- 
crease its ratio of borrowed funds to equity capital to more than twice the ratio 
of the three largest independent finance companies combined? 

(4) What factors made it possible for GMAC to increase its penetration of the 
sales finance company market by 43.7 percent during the past 5 years, while 
General Motors increased its share of the new car market by 7.5 percent? 

(5) Does GM have the power to use GMAC, in effect, as a ‘‘loss leader’ in 
merchandising its automobiles? 

(6) To what extent is GM’s power over GMAC being used to permit or force 
GMAC to complete for finance business on a basis other than that dictated by 
the natural rules of competition which would develop if GMAC were not an 
integral part of GM? 

(7) What effect does GM’s control and use of GMAC have upon GM’s com- 
petitive position with other car manufacturers? 
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- Capital includes preferred stock, common stock and surplus. 
0 
Source: Exhibit III, Appendix 
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EXHIBITS PRESENTED BY PAuL C. JONES 


6804 GOVERNMENT EXHIBIT NO. 136. 


Chevrolet Motor Company 
Indianapolis, Indiana 
335 West Ninth Street 


For economical transportation 
Chevrolet May 14, 1936 
Product of General Motors 
Mr. Grant T. Munson 
Grant T. Munson Chevrolet Co. 
Marion, Indiana 


Dear Mr. Munson: Personal .... 


With reference to your communication to this office as 
to the method of handling finance transactions, you ad- 
vised that effective May 15 minimum rates would be 
charged customers on retail finance papers. and that be- 
ginning that date G. M. A. C. services would be used 
100%. 

This letter is merely to remind you of your commit. 
ment with this office and at the same time advise that a 
wholesale shipment of cars is now in transit to you. 
Should you decide to avail yourself of wholesale accom. 
modations, please be sure to remit the $51 down payment 
to G.M.A.C. with the time limit. If, however, vou wish 
to pay cash on the wholesale. shipment in transit, the 
entire amount of draft should likewise be paid within the 
time limit. I call this to your attention that there will 
be no delinquency recorded on the last shipment now 
recorded open on our records. 

If there is any agreement or thinking contrary to our 
understanding as recorded in your letter, and which may 
have changed your procedure, please advise this office 
by return mail. 

Very truly yours, 
Chevrolet Motor Company 
(Sgd.) E. W. Berger 
E. W. a 
Zone Manager 
EWB:EL 
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6805 GOVERNMENT EXHIBIT NO. 137. 


12 40.5% 
No. Units Price Class 
Going Places 
with 
Chevrolet 


This Certificate is awarded to the Dealership Grant T. 
Munson Chevrolet Company—Marion, Indiana, for hav- 
ing attained a minimum of Forty per cent of Price Class 
through March, 1936, year to date, thereby establishing 
Chevrolet leadership in its zone of influence. 


R. T. Mortlock E. W. Berger 
District Manager Zone Manager 
(Seal) 


Preserve this valuable certificate— 
Post in a conspicuous place. 
Note: (This Exhibit 137 was a printed certificate. with a decorative 
border and a gilt seal printed thereon. On the seal was impressed 
“Notary Public, Indiana, Seal.” The figures “12” and “40.5%” and 


the words, “Grant T. Munson, Chevrolet Company—Marion” were in 
typewriting, and the signatures in ink). 


6806 GOVERNMENT EXHIBIT NO. 138. 


Chevrolet Motor Company 
Indianapolis, Indiana 
335 West Ninth Street 


For economical transportation 
Chevrolet June 3, 1936 


Product of General Motors 
Mr. Grant T. Munson 
Grant T. Munson Chevrolet Co. 
Marion, Indiana 
Dear Mr. Munson: Personal 

Will vou kindly arrange to call at the writer’s office 
at 9:00 o’clock Saturday morning, June 6, for a confer- 
ence concerning your operation? 

Very truly yours, 
(Sgd.) BE. W. Berger 

EWB:EL Zone Manager 


41063 O—59—_—32 
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6807 GOVERNMENT EXHIBIT NO. 139. 


June 20, 1936 
Mr. Alfred P. Sloan, 
Chevrolet Motor Co. 
General Motors Bldg., 
Detroit, Michigan. 


Dear Mr. Sloan: 


I am enclosing you the same letter that I have written 
to Mr. W. E. Holler, except that he has the copies of the 


said mentioned correspondence with the Chevrolet Motor | 


Co. at Indianapolis. If you would care to read these 
copies, you can obtain them from Mr. W. E. Holler. 

I am very sorry to bother you, but I am in a position of 
needing some assistance from you. Mr. W. E. Berger, 
zone manager, has had me in to his office approximately 
five times in the last ten days, and when I was in his 
office Friday, June 19th, he told me that he was going 
to cancel my contract. The reason he said, was because 
I was not 100% G. M. A. C. of which I agreed to do if 
we could get together. He said I had made too many 
promises in regard to this. He had other reasons he said 
for cancelling my contract, and that I had sold five cars 
out of my territory which, I explained to him as to the 
best of my knowledge. 

I came to Marion, March 1, 1935. I left a profitable 
business, also an automobile agency in Anderson, In- 
diana. I sold out at a loss to get started in the Chevrolet 
business which, I am not at all sorry, for I am very 
desirous to continue as a Chevrolet dealer. I have six 
brothers that are in the automobile business. One of 
them a Chevrolet dealer at Warsaw, Indiana. Our family 
has been in the automobile business for the past twenty 
years. There has never been one of the brothers that 
was ever cancelled by any manufacturer. I have in- 
creased sales in Marion around 29% to 45%. I have pur- 
chased in my shop and in my sales department $5000.00 
worth of equipment over and above what I took over 
from the old company. Their Parts inventory when I 
purchased this place in 1935 was approximately $3900.00 
net cost. Today our Parts and Accessories has increased 
to $8000.00 net cost. We have erected a beautiful Used 
Car Lot at a considerable expense. Now Mr. Sloan, I 
Have tried to cooperate with the Chevrolet Motor Co, 
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| and will continue to do so if allowed. I have not received 

| a car from your factory since May 20, 1936. I have 

6808 two cars paid for, for the Indiana General Service 
Co., that I have not received yet. 

I have twenty five unfilled orders which, I took to 
Indianapolis and Mr. Berger said that he could not de- 
liver until in July, and that he would not ship any more. 
cars. Today we have received two orders for new cars 
and I do not know what to do. I have tried to get cars 
for the last three weeks, but to no avail. My sales ex- 
pense is going on each day, and I do not know whether 

Nn to dispose of my sales organization or not, for if I can 
not continue to receive cars, I can not continue this high 
r | cost of operation. 


se Now Mr. Sloan, I appeal to you for fairness and a 
square deal. I have did my part, will you help? 

of Very Truly Yours, 

r, Grant T. Munson Chevrolet Inc; 

ly | anki thdlaitiinicasemessiciidie seen 

is | 

ig 

if 6809 GOVERNMENT EXHIBIT NO. 140. 

+ June 20, 1936. 


Mr. W. E. Holler 
Chevrolet Motor Co. 
General Motors Bldg., 
Detroit, Michigon. 

n- | Dear Mr. Holler: 


et I am very sorry to bother you, but I am in a position of 
ry | needing some assistance from you. Mr. W. E Berger, 
ix zone manager, has had me in to his office approximately 
of five times in the last ten days. When I was in his office 
ly Friday, June 19th, he told me that he was going to cancel 
ty my contract. The reason he said, was because I was not 
at =6.:'100% ~G. M. A. C. of which, I agreed to do if we could 


n- get together. He said, I had made to many promises in 
T- regard to this. He had other reasons he said for can- 
celling my contract, and that I had sold five cars out of 


I 
0 
od 
od 

I 
0, 


er = my territory which, I explained to him as to the best of 
my knowledge. 

I am enclosing copy of letter June 17th, to Mr. Berger 
where I went into detail, and which will be self explanatory 
to you. I will ask you to please return this copy to me. 

I came to Marion, March 1, 1935. I left a profitable 
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business, also an automobile agency in Anderson, Indiana, | 
I sold out at a loss to get started in Chevrolet’ business, 
of which I am not at all sorry, for I am very desirous to 
continue as a Chevrolet dealer. I have six brothers that 
are in the automobile business. One of them a Chevrolet 
dealer at Warsaw, Indiana. Our family has been in the 
automobile business for the past twenty years. There hag 
never been one of the brothers cancelled by any manufac. 
turer. I have increased sales in Marion from, around 
29% to 45%. I have purchased in my shop and sales 
department $5000.00 worth of equipment, over and above 


inventory when I purchased this place in 1935 was approxi- 
mately $3900.00 net cost. Today our Parts and Ac. 
cessories has increased to $8000.00 net cost. We have 
erected a beautiful Used Car Lot at considerable expense, 
Now Mr. Holler, I have tried to cooperate with the Chevro- 
let Motor Co. and will continue to do so if allowed. 
6810 I have not received a car from your factory since, 
May 20, 1936. I have two cars paid for, for the Indi. 
ana General ‘Service, that I have not received yet. I have 
twenty five unfilled orders which I took to Indianapolis and 
Mr. Berger said that he could not deliver until in July, and 
that he would not ship any more cars. Today we have 
received two orders for new cars and I do not know what 
to do. 
I am enclosing also letter June 19th, to you which please 
return. I have tried to get cars for the last three weeks, 
but to of no avail. My sales expense is going on each day 
and I do not know wheather to dispose of my sales or- 
ganization or not, for if I can not get any more cars, I 
can not continue this high cost of operation. 
Now Mr. Holler, I appeal to you for fairness and a 
square deal. I have did my part, will you help? 
Very Truly Yours 

Grant T. Munson Chevrolet te 


that which I took over from the old company. Their Parts | 
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6811 GOVERNMENT EXHIBIT NO. 141. 


Chevrolet Motor Company 
Detroit, Michigan 
General Motors Building 


Chevrolet June 23, 1936 


| Product of General Motors 


Mr. Grant T. Munson, 

Grant T. Munson Chevrolet, Inc., 
509 S. Adams Ave., 

Marion, Indiana 


Dear Mr. Munson: 


We wish to acknowledge your letter of June 20th to Mr. 
Wm. E. Holler, and to advise that we have taken this 
matter up with Mr. A. F. Young, our Regional Manager, 
who will contact you the early part of next week. 

In the meantime, Mr. Young has wired Mr. Berger to 
check up on your orders and to furnish you-with cars to 
take care of the orders that you have on hand and for 
which you need cars badly. 

Very truly yours, 
(Sgd.) H. B. Hatch 
Assistant General Sales 
HBH.G Manager 


6812 GOVERNMENT EXHIBIT NO. 142. 


General Motors Corporation 
Detroit, Michigan 
Mr. Grant T. Munson, July 1, 1936 
Grant T. Munson Chevrolet, Inc., 
509 S. Adams Street, 
Marion, Indiana 


Dear Mr. Munson: 


Your letter of June 20th, addressed to Mr. Sloan, has 
been referred to this office for investigation. 

We are getting in touch with the Chevrolet Motor Com- 
pany, that we can properly investigate the points you raise 
in your letter. 

Very truly yours, 
Sales Section 
(Signed) J. W. Dineen 
J. W. Dineen 
f Director 
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6813 GOVERNMENT EXHIBIT NO. 143. 


The 
Chevrolet Motor 
Company 
339 West Ninth Street Indianapolis, Indiana 
Chevrolet 


Office of Car Distributor 


June 22nd, 1936 
Grant T. Munson 


Marion, Indiana 
Dear Sir: 


We are holding at this office GSD-800 orders listed be- 
low to be placed with the plant for immediate production, 


Order No. Model Color Cost 
317 MST.CSED Black $598.19 
518 STD.TSED Black 475.49 
519 MST.DCAB Green 602.38 
520 MST.DLCH Orange 939.93 
521 MST.TSED Black 551.19 
522 STD.COA Black 460.10 
523 STD.TSED Black 475.39 
524 STD.TSED Black 475.39 
25 MST.TSED Black 551.19 
526 MST.TSED Black 551.19 
27 MST.TSED Black 591.19 
528 MST.TSED Taupe 551.19 

$6,382.72 


It is imperative that we have certified funds in this 
office in order to schedule the production of these units 
with the plant. Will you kindly therefore see to it that 
we are supplied with certified funds in individual checks 
corresponding with the above amounts and order numbers. 
This will greatly facilitate the scheduling of individual 
units and speed up the production of models required. 

Very truly vours 
George V. Miller 


Asst. Car Distributor 
GM :MF 
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6814 GOVERNMENT EXHIBIT NO. 144. 


The Chevrolet Motor Company 
339 West Ninth Street Indianapolis, Indiana 
Chevrolet 
Office of Car Distributor 


November 11, 1936 
Grant T. Munson Chevrolet Co. 
Marion, Indiana 


Gentlemen : 


We are returning your checks numbered 294, 295, 296, 
997, and 298, as we do not care to hold checks in this office 
for any length of time. 

We will schedule units just as rapidly as possible and 
upon receipt of pink slips, we ask that you forward your 
certified funds to cover the units which have been sched- 
uled and confirmed to you. 

At the present writing, you should have confirmations 
#2281, 2282, 2283, and 2284 for which we will appreciate 
receiving your certified checks. 

Very truly yours, 
(Sgd.) F. Lloyd O’Brien 


Car Distributor 
FLO:V 


6815 “Grant T. Munson Chevrolet, Inc. (Chevrolet) No. 295 
The House of Courtesy 


509 South Adams Street Marion, Ind. 11-10 1936 
Pay To The 

Order Of° Chevrolet Motor Company $2,386 /96 

Registered ° 

C-4541 $2386 and 96 cts Dollars 
For 4 Mas Deluxe Sport Sed. @ $596.74 

Grant T. Munson Chevrolet, Inc. 

To Marion National Bank By Eleanor Smith, Sec. 


of Marion Secy.-Treas. Pres. 
Marion, Ind. 
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6818 GOVERNMENT EXHIBIT NO. 145. 


Chevrolet Motor Company 
335 West Ninth Street 
Indianapolis, Indiana 


Chevrolet 
Product of General Motors 
November 17, 1936 
Mr. Grant T. Munson 
Grant T. Munson Chevrolet Co. 
Marion, Indiana | 
Personal 
Dear Mr. Munson: 


This acknowledges your two letters dated November 16, 
both of which pertained to car shipments and certification 
of checks. 

In order that you may thoroughly understand the pres- 
ent situation on car shipments and the proper scheduling 
of cars, I wish to advise you that the flow of automobiles 
to your dealership is governed, in the main, by your 
ability to produce certified funds to this office. 

As an example: You have in your possession at the 
present time GSD 800 duplicates, orders No. 2424, 2425, 
2426, 2532, and 2533, and four more to be released today, 
on which we do not have certified funds. The longer you 
delay sending in certified funds the longer you may expect 
delayed shipments. The first case, in which I personally 
approved the acceptance of funds on your original ship- 
ments in the absence of certification, is the only instance in 
which we experienced prompt shipment. Since that date 
it has been necessary to wire you, despite notification to 
the effect that certified funds were to be in this office prior 
to the release of cars. 

It is not possible for us to change our policy, notwith- 
standing the second paragraph of your letter of November 
16, which reads: ‘‘It is not necessary for us to have cer- 
tified checks to the Chevrolet Motor Company as we have 
never been asked for certified checks from any concern, 
firm, or company except the Chevrolet Motor Company. 
However, if there is any question in your mind as to our 
checks in the future for cars, I will ask you at this time to 
call our bank, the Marion National Bank, in Marion. They 
will guarantee any checks we might send you for new cars 
from your factory.”’ 
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Mr. O’Brien returned your checks for the reason that 
they were dated and were not certified. When we received 
certified funds we always deposit them immediately, but 
it is policy in this business to accept nothing other than 
certified funds from cash buyers. Accommodations have 
not been approved by G.M.A.C., as you have been notified, 
and we have been instructed by the Auditing Division to 
accept certified funds only, under such circumstances. It 
therefore becomes necessary, if you wish to have cars 

scheduled on time and receive as prompt shipment 
6819 as production will permit, that you send us certified 

funds immediately upon receipt of confirming orders. 
In the same mail that you receive pink tickets you should 
send us certified funds to cover the shipments. This will 
improve your service tremendously and will obviate the 
necessity of our wiring or writing you to have funds in 
this office so that we may release cars. 

As an example: This morning it was necessary for us 
to relay to Norwood by teletype message the information 
that we had received your certified funds on the last ship- 
ments so that cars could be released today. Had such 
funds been in our office several days ago, you probably 
would have received the cars in advance of this date. 

I trust that I have made our policy perfectly clear to you 
and that you will see fit to respect our requirements in 
order to prevent shortages in your stock and to enable you 
to fill customers’ orders more readily. 

Very truly yours, 
(Signed) E. W. Berger 
Zone Manager 
EWB:EL 
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6820 GOVERNMENT EXHIBIT NO. 146. 


Chevrolet Motor Division 
General Motors Sales Corporation 
Indianapolis, Indiana 
335 West Ninth Street 


Chevrolet 
Product of General Motors 


Jan. 12th, 1937 
Mr. Grant T. Munson 
Grant T. Munson Chevrolet Co. 
Marion, Indiana 
Dear Sir: 


Please take notice that the Chevrolet Motor Division, 
General Motors Sales Corporation, elects to cancel and 
terminate the Selling Agreement entered into with you, 
dated January 1, 1936, effective three months after the 
delivery of this notice to you, and in pursuance of the 
terms of said Agreement give you this notice of our in- 
tention so to do. 

Very truly yours, 
(Signed) E. W. Berger 
EK. W. Berger 


Zone Manager 
EWB:EL 


Registered Mail, 
Return Receipt Requested 
Gov. Ex. 146 


6821 GOVERNMENT EXHIBIT NO. 147. 


Chevrolet Motor Division 
General Motors Sales Corporation 
Indianapolis, Indiana 
335 West Ninth Street 


Chevrolet 


Product of General Motors 


January 26, 1937 
Mr. Grant T. Munson 


Marion, Indiana 
Dear Mr. Munson: 


I thought vou would like to have a copy of the items 
agreed upon in Detroit in the presence of Mr. Holler, | 


} 
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Mr. Young, and the writer, which has to do with the 
Quality Dealer Program for 1937. 


6822 


Very truly yours, 
(Signed) E. W. Berger 
Zone Manager 


EWB:EL 


1/26/37 


To:Mr. Grant T. Munson 
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Grant T. Munson Chevrolet Co. 
Marion, Indiana 


To Be a Quality Dealer in 1937 


._ Furnish Chevrolet with accurate financial statement 


on time each month. 


. When cars are available, get the business for Chev- 


rolet. 

Build up capital to minimum of $28,000.00. 

Build up an organization to merchandise passenger 
cars and trucks to capture first place for Chevrolet. 


Under no circumstances bootleg Chevrolet automo- 
biles. 


. Pay O. B. Rogers Chevrolet Company, Palestine, 


Texas, $340.00. 


. Give Chevrolet prospects and customers the same 


kind of treatment that you yourself would like to 
be accorded. 


. Sell yourself to G.M.A.C.— Chevrolet would like you 


to use G.M.A.C. 


Cooperate with Chevrolet Zone personnel, as they 
are working for your best interest as well as Chev- 
rolet’s interests. 


Be a Quality Dealer and we will continue you as a 
Chevrolet dealer through to the next contracting time. 
Your attitude—your record—will speak for itself and 
decide your permanent relationship with Chevrolet. 
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6823 GOVERNMENT EXHIBIT NO. 148. 


Chevrolet Motor Division 
General Motors Sales Corporation 
Detroit, Michigan 
General Motors Building 


Chevrolet 
Product of General Motors 


January 19, 1937 
Mr. Grant T. Munson 
c/o Grant T. Munson Chevrolet, Inc. 
Marion, Indiana 


Dear Mr. Munson: 
Following our conference with Messrs. A. F. Young, 


your Regional Manager, and Mr. E. W. Berger, your | 


Zone Manager, in my office yesterday, this is to suggest 
that you be very careful as to what you say to other Deal- 
ers regarding the opportunity Mr. Berger has voluntarily 
given you to prove you can be a Quality Dealer. 

You should also make every possible effort—in eve 
Department of your business—to build up Quality De. 
partments so that you can qualify as a Quality Dealer 
and earn the right to stay in the Chevrolet Family. 

Our Franchise is the most valuable in the industry, 
and we are making continuous efforts to enhante its 
value so that Chevrolet Dealers will be in a class by 
themselves, from the standpoint of Public Acceptance— 
volume of business in all departments—and Net Profit 
results. 

We want Dealers who will subscribe permanently to 
our Quality Dealer ideals in actual practice every day, 
and I am hoping that as you go through 1937 you can 
prove (to the satisfaction of Mr. Berger, Mr. Young and 
ot ) that you are really operating on a Quality Dealer 

asis. 

Very truly yours, 
(Signed) W. E. Holler 
General Sales Manager 
WEH:V 
CC TO: Mr. A. F. Young, Flint 
Mr. E. W. Berger, Indianapolis 
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6824 GOVERNMENT EXHIBIT NO. 149 
For Identification. 


This Exhibit was a letter written by defendant Dezen- 
dorf to witness Ayres, dated April 24, 1939, transmitting 
a circular letter requested by the witness Ayres, part of 
which appears as Government Exhibit No. 150. Govern- 
ment Exhibit No. 149 was excluded. Therefore it is not 
printed as part of this record on appeal. 


6825 GOVERNMENT EXHIBIT NO. 150. 


(This Exhibit is a circular letter printed over the name 
of N. C. Dezendorf. The following portion was admitted 
into evidence. ) 


‘‘Where Are More Automobiles Sales Coming 
From in 1939?”’ 
: a * * e 
Now, let’s look back at the sales performance of all 
new General Motors cars in the United States for the 
past ten years — 


1929 1930 1931 1932 1983 1934 1935 1936 1987 1988° 


Total ...... 1500 1050 934 509. 755 927 1278 1721 15938 900 
Cash ...... 544 397 374 228 346 415 640 778 796 482 
Time ...... 956 653 560 281 409 612 638 943 #797 418 


% on Instal- 
ments ...63.7 62.2 60.0 55.2 54.2 55.2 49.9 54.8 650.0 46.4 


The above figures represent thousands. 
* Estimated for 1938. 


These figures represent total new car sales divided into 
time sales and cash sales obtained from data collected 
from dealers by GMAC men monthly and consolidated 
for each year. The time sales include paper discounted 
with finance companies, banks, or carried in the dealers 
own portfolio. 
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GENERAL Motors INSTRUCTION SHEETS 
(Submitted by Paul Jones) 


GENERAL Motors AccEPTANCE Corp., 
Houston, Tex., November 11, 1957, 
Subject: Revised retail rates. 
To All General Motors Automotive Dealers: 

Effective upon receipt of the enclosed revised payment charts, GMAC yi] 
thereafter conduct its retail financing operation on a “‘discount”’ basis. Under its 
discount plan, GMAC will quote a rate based upon the principal balance (cash 
unpaid balance plus cost of car and life insurance) at which it will purchase the 
retail contract from the dealer. A minimum holdback or retention will be set up 
on the GMAC books, calculated as a percentage of principal balance rather than 
a percentage of the finance charge. The sum of the GMAC discount and the 
holdback or retention will then be deducted from the amount of the contract 
agreed upon by the dealer and his customer. The balance, less the car and life 
insurance premiums will be returned to the dealer in the check covering purchase 
of the transaction. Thus, the determination of the finance differential to be 
applied in a particular transaction continues to be a matter for negotiation between 
the dealer and his customer. The dealer may use whatever rate to the customer 
he desires, not to exceed authorized GMAC rate ceilings which are attached. 

Since the finance differential to be applied in each transaction continues to be a 
matter for negotiation between the dealer and the customer, the following payment 
charts are available: 

PAYMENT CHARTS 


New passenger and commercial cars (l-ton capacity or less): 5.85, 6, 6.25, 
6.50, 6.75, 7, and 8 (FN 9.75 farmer plan). 

New commercial cars and trucks (over 1-ton capacity): 6.45, 7, 7.50, and 8, 

Late model: 7.85, 8, 8.25, 8.50, 8.75, 9, 9.25, 9.50, and 10. (Farmer plan, 
chart No. FL1325.) 

Older model: Chart U16, chart U17. 

Any of the above rate charts not enclosed will be furnished upon request. 


GMAC OPTIONAL RATE, LATE MODEL USED CARS 


GMAC will purchase contracts on passenger cars and trucks (1-ton capacity 
or less) of 1 model year previous to current series at the new passenger car 
discount rate applicable. In such instances, however, the dealer charge to the 
customer must not exceed the sum of the GMAC new passenger car discount 
plus the holdback. 
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Schedule of GM AC discount rates, holdback or retention, and maximum rates 























[Percent] 
OE 
GMAC Holdback 
discount or Maximum rate 
rate retention 
1. New passenger and new commercial 4.85 | 1.0 | 8 percent flat per annum. 
* cars (1-ton capacity or less) __. 
9. New commercial cars (over 1-ton | 5.45 | 1.0 Do. 
capacity). ; . 
3. Late model used passenger and com- 5. 85 | 2.0 | 10 percent flat per annum. 
* “mercial cars (3 model years pre- | 
vious to current series). | 
4, Older model used passenger and com- | ‘ 14 percent flat per annum on principal 
“mercial cars (over 3 model years | balances of $600 and above. There is 
previous to current series). no ceiling in the case of principal 
balances below $600. 
cipal balance: . | ; 
Pr 000 and up... wo-------- <as} 6. 50 | 3.0 | 
$900 to $999. .--.- dich tiles shes iain 0 hs saat Fee Ei kandi bescniate 
$800 to $899- . -...-- ge enenye of et oass6nerons 
$700 to $799. - ~------] EO Veins eon nanaxe 
$600 to $699. . - - ie desl 10. 00 | a 
$500 to $599. - - - ; . 11.00 | ‘ a 
$400 to $499. .-..----- celia 11. 50 | ae 
$300 to $399-- - - ------- --| 12. 25 |- ee 
$299 and below--.- siaa ----| 13. 00 |- 
G@MAC farmer plan: ; | 
New passenger and commercial car__| 17.85 | 11.90 | Customer rate 9.75, true. 
Late model used cars ste 19,35 | 13.90 | Customer rate 13.25, true. 
Older model used cars a 114. 55 | 16.70 | Customer rate 21.25, true. 
1 True. 


The present optional rate for the second and third model years previous to 
current series is discontinued. 


GMAC BUDGET PLAN 


A discount plan will not be introduced at this time for the budget plan and 
current GMAC differentials and dealer reserve will remain in effect without change. 
Chart H181, dated November 1957, reflecting new life insurance premiums is 
enclosed. 

RETAIL REBATES 


GMAC will continue to calculate rebates on the total finance charge after 
deducting an acquisition fee of $25. The $25 acquisition fee will be apportioned 
between GMAC and the dealer and the dealer will be required to absorb a share 
of the rebate. The dealer portion will be based on the amount credited to the 
holdback or retention fund plus the portion of the finance charge included in the 
proceeds check, less the dealer’s share of the acquisition fee of $12.50, unless 
the sum of the holdback or retention and the finance charge included in the 
check covering purchase of the transaction is less than $12.50. 


GROUP CREDITORS LIFE INSURANCE 


Due to adverse loss experience, it has been necessary to increase the rate to the 
customer for this insurance from the present 29% cents to 32% cents per $100 
of amount of contract per annum. Revised charts are enclosed for all types 
of transactions. 


SHORT TERM 


The present short term charts will remain in effect until reprints are received 
and can be distributed. 
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CHARGES LESS THAN MINIMUM RATES 


Instances may arise where the dealer will complete a retail contract whieh 
includes a charge to the customer based on a rate lower than our suggested minj. 
mum customer rate (QMAC discount rate plus holdback), in which event the 
normal holdback of 1 percent, 2 percent, or 3 percent will be reduced accordingly 
The difference between the rate agreed upon between the dealer and his customer 
and the GMAC suggested minimum customer rate will represent the percentage 
by which the normal holdback will be reduced. For example, where the GMAC 
suggested minimum customer rate on a new car is 5.85 (4.85 discount plus 1,9 
holdback) and the dealer applies a customer rate of 5.50, the holdback in sueh 
transaction will be reduced from 1.0 to 0.65. 

With the new revised retail rates we feel confident that the dealer continues to 
hold a most favorable position in a low-cost, convenient finance plan, sufficiently 
flexible to provide the maximum control of time sales. , 


H. A. WiLuis, Manager, 


Instruction sheet—Revised discount plan, April 15, 1958, yearly percentages 
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| | 
'GMAC!| Add | Reten- 
Present GMAC | dis- | Non- tion Total dealers reserve 
Classification charts (percent) | count recourse| Re- including recourse ' 
| 32-1 | 39-1 | course | retention 
26-30 | 
| | vt re 
1. New passenger and new | 5.85, 6.00, 6.25, 6.50, 4.85 0.30 | 1.00 | Recourse 1.00 to 2.65 
commercial cars (l-ton 6.75, 7.00, 7.25, and | Nonrecourse 0.70 to 2,35 
capacity or less) . 7.50. | 
2. New commercial cars | 6.50, 6.75, 7.00, 7.25, | 5.45 .30 | 1.00 | Recourse 1.05 to 2,05 
(over 1-ton capacity). and 7.50. Nonrecourse 0.75 to 1.75 
3. One-year-old passenger | 8.00, 8.25, 8.50, 8.75, 5.35 | .80 | 2.00 | Recourse 2.65 to 4.15 
cars. 9.00, 9.25, 9.50. | | Nonrecourse 1.85 to 3.35 
4. Late model used passen- | 8.00, 8.25, 8.50, 8.75, | 5.85 | . 80 2.00 | Recourse 2.15 to 3.65 
ger and commercial cars 9.00, 9.25, 9.50. | Nonrecourse 1.35 to 2,85 
(2 and 3 model years pre- | | 
vious to current series). | 
5. Older model used passen- 
ger and commercial (over | 
3 years previous to cur- | | 
rent series) 
$1000 and up-. . =e saben on ea canttes a 
900 to 999__.._-- ecedeus| QMO MeL. -4sintees es! GO .90 | 3.00 | Recourse 3.00 to 4,00 
800 to 899_-_.- ulewacn | Sie Bae canta | 7.25 | .95 | 3.00 | Nonrecourse 2.10 to 3.10 
700 to 799... --- | 12.36, 12.25... ....--2.- | 9.25 | 1.15 3.00 | 
600 to 699... --- ....| 13.00, 14.00 aveicerest Snes | 1.25; 3.00) 
500 to 500.........-- ...| 14.00, 15.00 a A | 1.30; 3.00 
400 to 499_......- | 26.00, 26.50..2.-......c1 / 11.60 1.35 3.00 | 
aep ee 800... 5. 5.ic.--<.] 16.98, 696... .-.0--.8] | 12, 25 | 1.40 | 3.00 | Recourse 3.00 to 4.00 
OS GO eee eee SS ee 13. 00 1. 50 3.00 | Nonrecourse 1.50 to 2.50 
6. Farmer plan 
NOW 601286 5-5 <i. ----| 9.75, 10.75 scbedcecel EOS fs Tt 11.90 | 
Late model_.-- ..--| 13.25, 14.25 taal 19.35 | |'.80 13.90 | 
CMe OG | . 5.5 nc ca) 2h ey SEs» 2 = Seutne | 114,55 | 1. 90to 16.70 
| 1.50 
1 True. 
(In percent) 
Ac- 
count 
26-31 
hold- 
GMAC discount rate back Suggested minimum customer rate 
or 
reten- 
tion 


7. Diversified financing: 
Diversified financing new products: 9.00 on 1.00 | 10.00 on balances up to $300 graduated to 
balances to up $300 graduated to 4.50 at a | §.50 at a balance of $8,000 up. 
balance of $8,000 and up. 


ot a ae eee ‘ 2.00 |. 13.80. 

















Financial Information Submitted by Francis J. Conway 
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Thorp Finance Corporation 


Thorp, Wisconsin 


TO THE STOCKHOLDERS OF 
THORP FINANCE CORPORATION: 


I am most happy to submit herewith the Annual Report of your company for the 
year ended November 30, 1953. The year 1953 was a good one — the best in our 
history. While outstandings increased considerably during the first half of the year, 
they remained almost at a level figure during the second half. Earnings were very 
good — substantially larger than they were during any twelve-month period in our 
history. Collections and liquidation of accounts presented no great difficulties but 
losses were heavier than they were a year ago. This higher loss ratio is entirely 
attributable to the decline in automobile prices. Our wholesale loans to dealers have 
been greatly reduced, present commitments have been carefully reviewed and certain 


dealers have been eliminated. 


We view 1954 with great confidence. Our capital structure is sound, and we 
have ample credit. Capital and the acquisition of bank lines is no problem. In 1953 
arrangements were completed by which our long term borrowing from insurance 


companies was increased substantially. 


Our energies in 1954 will be directed toward increasing our business, a sub- 
stantially greater volume of which can be handled with our present capital. Unless 
something unforeseen develops, volume, outstandings and profits in 1954 should 
equal or exceed the record for 1953. 


The new office building which will be ready for occupancy in the early summer, 
should provide a much more pleasant place in which to work and will greatly facilitate 


home office operations. 





to 
ner 


Jat 


an 








our 
; but 
rely 


have 


d we 
1953 
rance 


‘ness 
hould 


nmer, 
ilitate 


AUTO FINANCING LEGISLATION 515 


We would like to have the cooperation of all stockholders in referring business 
to the corporation in 1954. An increase in business will be our main goal for the 


new year. : 
Sincerely yours, 


on 


President. 
January 7, 1954. 


HASKINS & SELLS 


CERTIFIED PUBLIC ACCOUNTANTS 


Accountants’ Certificate 


Thorp Finance Corporation: 


We have examined the balance sheet of Thorp Finance Corporation as of Novem- 
ber 30, 1953 and the related statement of income and earned surplus for the year 
then ended. Our examination was made in accordance with generally accepted audit- 
ing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the accompanying balance sheet and related statement of income 
and earned surplus present fairly the financial position of the Company at November 
30, 1953 and the results of its operations for the year then ended, in conformity with 
generally accepted accounting principles applied on a basis consistent with that of 
the preceding year. 

(Signed) HASKINS & SELLS 
Milwaukee, 
January 6, 1954. 
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Thorp Finance Corporation 
BALANCE SHEET, NOVEMBER 30, 1953 AND 1952 


ASSETS 


NOTES RECEIVABLE: 
Discounted instalment loans 
CE OR eee ee ee i ee 


Wholesale loans and accrued charges... ....... 


Total 
Less reserve for losses 


ne < ~. see  e 


ACCOUNTS RECEIVABLE (including insurance premiums 
receivable — 1953, $15,425.32; 1952, $15,663.96) — Less 
reserve for losses of $1,000 


INVESTMENTS AND SUNDRY ASSETS: 
Cash surrender value of life insurance policies . . . . . 
ae ee: oe ee ee 
SE Se ee a > A ae ae 


FIXED ASSETS: 


Land, building, equipment, and automobiles (less reserves 
for depreciation — 1953, $102,715.29; 1952, $93,270.84). . 


Leasehold improvements (less reserve for amortization — 
1953, $18,790.45; 1952, $12,365.97) 


EE 5s. ee eine ae a eS 
DEFERRED CHARGES: 
Prepaid interest, insurance, etc. 


Unamortized debt discount and expense 


Total 


November 30, 


1953 
$ 2,500,872.64 


$14,949,775.78 
1,870,621.73 
774,457.25 


$17,594,854.76 
341,988.90 


. $17,252,865.86 


$ 21,897.28 

$ 22,663.41 
12,347.18 

. $ 35,010.59 


$ 169,539.74 


23,468.27 
$ 193,008.01 
$ 43,332.49 
46,249.38 
$ 89,581.87 
$20,093,236.25 


1952 
$ 1,983,213.11 
SL 


$12,621,839.97 
1,701,530.30 
1,039,556.24 


$15,362,926.51 











301,123.79 
$15,061,802.72 
$ 17,740.03 
$ 18,518.90 

4,409.47 

5,430.05 
$ 28,358.42 
$ 141,781.88 

16,512.02 
$ 158,293.90 
$ 56,827.24 

22,886.94 
$ =. 79,714.18 
$17,329,122.36 





The Notes on the following page are an integral part of this balance sheet 





NOTES 
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LIABILITIES 


NOTES PAYABLE WITHIN ONE YEAR: 
Banks 

Commercial paper 
| Individuals 
| Current maturities of term loans 


Total 


ACCOUNTS PAYABLE AND ACCRUED: 
Accounts payable (including premium liabilities of insur- 
ance department — 1953, $60,061.16; 1952, $64,917.83 ) 
| 


Accrued accounts (salaries, interest, property and social 
security taxes, etc. ) 
Accrued contribution to employees’ profit sharing and 
SE c.g Geol gO wy Mo ae Se he 
Federal and Wisconsin income taxes 


mes * 8 cae ee eee 

FUNDS WITHHELD AND FUNDS PAYABLE ON PAPER 

won eg eg ae 
Total 


| SERIAL NOTES — Note A: 
Serial notes, 444%, dated May 1, 1953 — Annual maturity 
| $375,000, May 1,1958to 1965... ......... 
Serial notes, 334% — Balance 1953, $204,000; 1952, $636,000 

—less current maturities included above with notes 

A ae ae ee eee 
Serial notes, 414%, dated June 18, 1952 — Annual maturity, 
$125,000, May 1, 1957 to 1964 


| ee Fe eee ee 


FEDERAL AND STATE INCOME TAXES DEFERRED TO 
FUTURE PERIODS. . . 


EE So a ei eae gate ot ate ee ee 
oo ne 


CAPITAL FUNDS: 
Subordinated loans — Note A: 
Serial subordinated notes, 4% oe Wie emetic eal kta 
Serial subordinated notes, 434%, dated June 16, 1953 — 
Annual maturity $130,000, June 1, 1955 to 1962; 
a Ra aa rr re 
Serial subordinated notes, 5%, dated September 26, 
1952 — Annual maturity, $50,000, September 1, 
1954 to 1961; balance September 1, 1962 — less 
current maturity included above with notes payable . 
Capital debentures, series A—5%, dated February 1, 
1953 — Authorized, $1,000,000; Annual maturity, 
$100,000, August 1, 1963 to 1966; balance gees 1, 
1967 


Total subordinated loans. . . . 


Capital stock and surplus — Notes A and B: 

Cumulative first preferred stock authorized, 40,000 
shares of $100 par—5% series A thereof, 30,000 
shares; issued and outstanding, 20,000 shares . . 

Common stock (authorized, 200,000 shares of $10 par: 
issued and outstanding, 100,000 shares ) 

Capital surplus 

Earned surplus 


Total capital stock and surplus 
Total capital funds 
TOTAL 





$ 389,834.73 


$ 3,000,000.00 


1,000,000.00 


$_ 324,000.00 


$937,424.61 


. $14,046,543.84 


$ 1,300,000.00 


450,000.00 


600,000.00 


$ 2,000,000.00 


1,000,000.00 
69,089.84 
627,602.57 


$ 3,696,692.41 
$ 6,046,692.41 


. $20,093,236.25 
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November 30, 

1953 1952 
$ 6,889,000.00 $ 8,258,300.00 
730,000.00 705,000.00 
2,300.00 2,300.00 
254,000.00 432,000.00 
. $ 7,875,300.00 $ 9,397,600.00 
$ 76,122.97 $ 72,600.37 
115,083.21 65,223.34 
13,669.28 59,573.16 
315,109.04 319,155.20 
$ 519,984.50 $ 516,552.07 


$333,235.71 
$10,247,387.78 


$ 204,000.00 


1,000,000.00 
$ 1,204,000.00 


$ 240,000.00 
$ 721,470.68 
$12,412,858.46 


$ 900,000.00 


500,000.00 


$ 2,000,000.00 


1,000,000.00 
68,949.55 
447,314.35 


$ 3,516,263.90 
$17,329,122.36 
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Thorp Finance Corporation 


Statement of Income and Earned Surplus for the 
Years Ended November 30, 1953 and 1952 
Year Ended November 30, 


1953 1952 
GROSS INCOME FROM OPERATIONS 


OPERATING EXPENSES: 





a ee re eer $ 1,407,444.23 $ 1,317,578.31 

Provision for losses represented by: 
ee eee ee 128,855.23 35,609.64 
Increase in reserve forlosses. ........... 40,865.11 53,801.35 
Interest and amortization of term loan expense... . . . 582,095.46 426,797.04 
Additional provision for unearned income. . ..... . 69,438.86 28,858.83 
Amortization of premium on bulk purchase of small loans . 664.23 
ET enc a: OT er ee ee aes eee $ 2,228,698.89  $ 1,863,309.40 


NET INCOME BEFORE DEDUCTING INCOME TAXES $ 765,288.22 $ 790,998.45 
FEDERAL AND WISCONSIN INCOME TAXES 


(no Federal excess profits tax)... .......... 385,000.00 431,000.00 
PTE ca sree x ean aa & . . . $ 380,288.22 $ 359,998.45 
EARNED SURPLUS AT BEGINNING OF THE YEAR . 447,314.35 245,102.03 

ped ec 5 a a ee $ 827,602.57 $ 605,100.48 
SURPLUS CHARGES: 

Cash dividends on preferred stock — $5.00 per share. . . $ 100,000.00 $ 83,005.55 

Cash dividends on common stock — 1953, $1.00 per share; 

Pe ee ee ee ee 100,000.00 74,034.00 

NIE 9 notte tec sake is 3 1e. S oa Se 746.58 

ees So) CO. ena ees $ 200,000.00 $ 157,786.13 


EARNED SURPLUS AT END OF THE YEAR .... . $ 627,602.57 $ 447,314.35 


Bae Suny hier ee $ 2,993,987.11  $ 2,654,307.85 





A. 1 
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NOTES TO BALANCE SHEET 


A. The loan agreements covering the Serial Notes and the Serial Subordinated Notes outstanding 
at November 30, 1953 contain, among other terms, provisions (a) requiring the Company 
to maintain a minimum “‘liquid net worth”; (b) restricting dividends and other distributions 
(other than stock dividends ) in respect of the capital stock; (c) permitting voluntary pre- 
7.85 | payment of the loans under stated terms and conditions; and (d) generally limiting the 

Company's borrowings in relation to its net worth. The Trust Indenture covering the 
| Capital Debentures contains certain limiting provisions similar to those referred to above. 


8.31 The loan agreements and Trust Indenture contain provisions whereby the Capital Debentures 
are subordinate and junior to all other obligations for borrowed money, and the serial sub- 
9.64 ordinated notes are subordinate and junior to all other obligations for borrowed money 
1.35 except the Capital Debentures. 
hone Under the provisions of the Trust Indenture covering the Company's Capital Debentures, 
as the effect of the limitations on borrowing is to require the Company to maintain a net 
42 worth of 150% of the sum of Capital Debt plus Subordinated Debt. Accordingly, of the 
940 | $3,696,692.41 net worth at November 30, 1953, only $96,692.41 is available for the payment 
a of dividends. The Company is presently in the process of attempting to amend this limita- 
8.45 tion provision of the Trust Indenture. 


The Company’s “‘liquid net worth” plus the amount of outstanding Capital Debentures at 
0.00 | November 30, 1953 is approximately $4,020,000, and is required to be at least $3,600,000 
according to the terms of various loan agreements. 


8.45 

B. The 5% Series A of the Cumulative First Preferred stock may be redeemed (subject to the 
2.03 restrictions referred to above) on any semiannual dividend date (June 30 and December 31 ) 
0.48 at $102 per share in 1954, $101 in 1955, and thereafter at par plus accrued dividends. 

C. The Company has entered into an agreement to occupy a new home office building presently 
555 being erected and to be leased from the Trustees of the Thorp Finance Corporation Em- 

ployees’ Profit Sharing and Retirement Plan. The lease provides for rental payments to 

4.00 yield annual income to the Plan at about 5% annually on the depreciated cost of the building 
6.58 (cost not to exceed $300,000 ) over a term of 50 years. The Trustees have received approval 
as of the investment from the Treasury Department. 


4.35 














Annual Report 


For the Year Ended 
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Thorp Finance Corporation 
Thorp, Wisconsin 


TO THE STOCKHOLDERS OF 
THORP FINANCE CORPORATION: 


We submit herewith the Annual Report for the year ended November 30, 1954, 
The year 1954 was a good year — the best year in our history. Earnings after income 
taxes were not quite as great as they were in 1953, but this is due principally to the 
change in formula of figuring unearned discount. If you will compare the unearned 
discount in this report with the unearned discount in the report for the year ended 
1953, you will note that the account was materially increased during the year. We 
think that this is a good conservative accounting procedure, and the results of this 
change will be reflected in increased earnings in years to come. Prospects for the 
year 1955 are excellent; we believe this year will see an increase in outstandings as 
well as an increase in earnings. 


The new home office building (of which we are very proud) was completed 
during 1954 and is now occupied by us. We think that this move will be reflected 
to the benefit of the corporation for many years to come. The officers and employees 
thoroughly enjoy their work in this beautiful, new home. 


At the close of the year 1954 all outstanding stock of the Farmers Loan and 
Thrift Company of Rochester, Minnesota, except for directors’ qualifying shares, 
was acquired. This corporation will be operated as a subsidiary company and should 
add substantially to future earnings of the parent corporation. 


A few new offices were acquired through purchase and several were opened 
during the year. Further expansion in 1955, both in Wisconsin and Minnesota, is 
anticipated. The organization of insurance subsidiaries is also being given con- 
sideration at this time. 


The year 1954 was a year of progress. We look forward to an even better 1955. 


Sincerely yours, 


President. 
January 7, 1955. 
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HASKINS & SELLS 


CERTIFI! PUBLIC ACCOUNTANTS 


Accountants’ Certificate 


Thorp Finance Corporation: 


We have examined the consolidated balance sheet of Thorp Finance Corporation 
and its subsidiary companies, Thorp Finance Corporation of Cudahy, Thorp Finance 
Corporation of Prairie du Chien, and Farmers Loan and Thrift Company of Rochester, 
Minnesota, as of November 30, 1954 and the related statement of consolidated in- 
come and earned surplus for the year then ended, including the operations of the 
subsidiary companies since the dates of their acquisition during the six month period 
ended November 30, 1954. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the cir- 
cumstances. 


In our opinion, the accompanying consolidated balance sheet and statement of 
income and earned surplus present fairly the financial position of the companies at 
November 30, 1954 and the results of their operations for the periods then ended, in 
conformity with generally accepted accounting principles applied on a basis con- 
sistent with that of the preceding year. 


HASKINS & SELLS 
Milwaukee, 


January 6, 1955. 


41063 O—59——_34 
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Thorp Finance Corporation and Subsidiaries. 


NOT 
B: 
CONSOLIDATED BALANCE SHEET, NOVEMBER 30, 1954 AND 1953 C 
Ie 
ASSETS C 
November 30, 
1954 1933 
CASH (including compensating balances in connection with 
bask leeeGR i 5 1 kh stu k-. Soak ES. $ 2,469,757.44 —$ 2,500,872.64 ~~ 
icin.  <llceunaii ) 
NOTES RECEIVABLE: A 
Discounted instalment loans .........2.2.2.. $17,336,314.91 $14,949,775.78 
NS ico gta etd tat oer a ks 3 ag 2,265, 203.10 1,870,621.73 A 
Wholesale loans and accrued charges... ....... 884,983.47 774,457.25 F 
cinasinaas  cmmmalecaaniey 
Rn ald ee a ae li . $20,486,501.48  $17,594,854.76 
eS rae a ee 397,245.11 341,988.90 
EE ss a COR ae . $20,089,256.37 $17,252,865.86 FUN 
ACCOUNTS RECEIVABLE (including insurance premiums 
receivable — 1954, $13,396.36; 1953, $15,425.32) — Less 
reserve for losses of $1,000. ............. $ 17,182.18 $ 21,897.28 = 
INVESTMENTS AND SUNDRY ASSETS: 5 
Cash surrender value of life insurance policies . . ; wae 27,109.29 §$ 22,663.41 
ee ee ee os oe 13,029.21 12,347.18 
Total . $ 40,138.50 §$ 35,010.59 
—————_- + FED’ 
FIXED ASSETS: F 
Land, building, equipment, and automobiles (less reserve UNE 
for depreciation — 1954, $119,224.05; 1953, $102,715.29) . 242,328.80 $ 169,539.74 
Leasehold improvements (less reserve for amortization — 
1954, $30,394.00; 1953, $18,790.45) .......... 31,845.15 23,468.27 CAP 
ea a ae a $ 274,173.95 $ 193,008.01 S 
DEFERRED CHARGES: 
Prepaid interest, insurance, etc. . . . cece es 6 GO 6 6S" Ae 
Unamortized debt discount and expense... . . .. . 39,107.34 46,249.38 
area : Oe aad ... $ 104,912.94 § 89,381.87 
( 
We hig ws ara $22,995,421.38  $20,093,236.25 
=== l= 


The accompanying Notes to Financial Statements are an integral part of this balance sheet. 
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LIABILITIES 
November 30, 
. 1954 1953 
ries NOTES PAYABLE WITHIN ONE YEAR: 
ES sd Ene Sk me a rela eg eee on $ 9,169,200.00  $ 6,889,000.00 
953 Ce eee ot ee 880,000.00 730,00°.00 
Se ee eee eee , 31,600.00 2,300.00 
Current maturities of termloans. ........... 180,000.00 254,000.00 
EE Saat Pos & Sl ees: «ak on a Oe $10,260,800.00  $ 7,875,300.00 


ACCOUNTS PAYABLE AND ACCRUED: 
Accounts payable (including premium liabilities of insur- 
ance department — 1954, $76,518.99; 1953, $60,061.16) $ 154,499.69 
Accrued accounts (salaries, interest, property and social 


eee ae ee ee 87,455.02 
Accrued contribution to employees’ profit sharing and 

MR Sag oR Sc md se aS Abin Ws 68,995.04 

Federal and state income taxes. .. .......... 439,447.69 

Ss 4c erg dad Ge. dettd,, cab ee ieee ch $ 750,397.44 

FUNDS WITHHELD ON PAPER PURCHASED ..... $ 264,715.48 

Ae 8 ha. a eal te es $11,275,912.92 


SERIAL NOTES — Note A: 
Serial notes, 414%, dated June 18, 1952 — Annual maturity, 


$125,000, May 1,1957t0 1964... ... 2... $ 1,000,000.00 

Serial notes, 444%, dated May 1, 1953 — Annual maturity, 
epee: pany 2, 199 tO 1963. 2. we ss 3,000,000.00 
pe eee $ 4,000,000.00 

FEDERAL AND STATE INCOME TAXES DEFERRED TO 
ER ee ee $ 338,000.00 
BR a. yo $ 1,310,118.89 
eee «OR. BS - eee ae $16,924,031.81 

CAPITAL FUNDS: 


Subordinated loans — Note A: 

Serial subordinated notes, 5%, dated September 26, 

1952 — Annual maturity $50,000 September 1, 1955 

to 1961; balance, September 1, 1962 — less current 

maturity included above with notes payable. . . . $ 400,000.00 
Serial subordinated notes, 434%, dated June 16, 1953 — 

Annual maturity $130,000, June 1, 1955 to 1962; 

balance, June 1, 1963—less current maturity in- 

cluded above with notes payable. ........ 1,170,000.00 
Capital debentures, Series A, 5%, dated February 1, 

1953 — Authorized, $1,000,000; annual maturity, 

$100,000, August 1, 1963 to 1966; balance August 1, 

_ Sees. So ee ae ee 600,000.00 


Total subordinated loans. . . ... . $ 2,170,000.00 


Capital stock and surplus — Notes A, B, and C: 
Cumulative first preferred stock (authorized, 40,000 
shares of $100 par—5% Series A thereof, 30,000 
shares; issued and outstanding, 20,000 shares) . . $ 2,000,000.00 
Common stock (authorized, 200,000 shares of $10 par; 
issued and outstanding, 1954 — 106,138-8/9 shares; 


rere. ss ec ees Me eee 1,061,388.89 

a ss a 6. myo, tach “ew. a ee 47,599.97 
ys 5 se. Rie & oie Sere aus ane 792,400.71 
Total capital stock and surplus. . . . $ 3,901,389.57 

Total capital funds . . . . . . $ 6,071,389.57 

eR. w eee . . « $22,995,421.38 


' 
' 
| 
| 
i 
| 
| 





$ 76,122.97 
115,083.21 


13,669.28 
315,109.04 


$ 519,984.50 


$ 389,834.73 


$ 1,000,000.00 


3,000,000.00 
$ 4,000,000.00 


$ 324,000.00 


$ 937,424.61 
$14,046,543.84 


$ 450,000.00 
1,300,000.00 


600,000.00 
$ 2,350,000.00 


$ 2,000,000.00 


1,000,000.00 
69,089.84 
627,602.57 


$ 6,046,692.41 
$20,093,236.25 
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Thorp Finance Corporation and Subsidiaries 


STATEMENT OF CONSOLIDATED INCOME AND EARNED SURPLUS 
FOR THE YEARS ENDED NOVEMBER 30, 1954 AND 1953 


Year Ended November 30, 


1954 1953 
GROSS INCOME FROM OPERATIONS ........ $ 3,232,384.39  $ 2,921,283.59 
OPERATING EXPENSES: 

RI SS a wc Bate & $ 1,623,667.00  $ 1,404,179.57 
Provision for losses represented by — 
ee ae eee eee 86,739.11 128,855.23 
Increase in reserve forlosses. .......-.... 10,143.66 40,865.11 
Interest and amortization of debt expense. . ..... . 630,915.59 582,095.46 
Additional provision for unearned discount... ... . 78,120.89 
| PE Pk a og oi ee $ 2,429,586.25  $ 2,155,995.37 


NET INCOME BEFORE DEDUCTING INCOME TAXES $ 802,798.14 $ 765,288.22 
FEDERAL AND STATE INCOME TAXES. ....... 438,000.00 385,000.00 
oy ASO ee ee $ 364,798.14 $ 380,288.22 


EARNED SURPLUS AT BEGINNING OF THE YEAR. . 627,602.57 447,314.35 
Wa: Soy 6 Rs Tee $ 992,400.71 $ 827,602.57 


SURPLUS CHARGES: 


Cash dividends on preferred stock — $5.00 per share . . . $ 100,000.00 $ 100,000.00 
Cash dividends on common stock — $1 per share... . 100,000.00 100,000.00 

NS Se aad. SG eee etka! Balt bo a oe $ 200,000.00 $ 200,000.00 

EARNED SURPLUS AT END OF THE YEAR. ..... $ 792,400.71 $ 627,602.57 





See Notes to the Financial Statements. 
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ries Thorp Finance Corporation and Subsidiaries 
NOTES TO FINANCIAL STATEMENTS 

PLUS 

| A. The loan agreements covering the Serial Notes and the Serial Subordinated Notes outstanding 

30 at November 30, 1954 contain, among other terms, provisions (a) requiring the Company 

953, to maintain a minimum “‘liquid net worth’; (b) restricting dividends and other distributions 

1,283.59 (other than stock dividends ) in respect of the capital stock; (c) permitting voluntary pre- 

is payment of the loans under stated terms and conditions; and (d) generally limiting the 
Company's borrowings in relation to its net worth. The Trust Indenture covering the 
Capital Debentures contains certain limiting provisions similar to those referred to above. 

4,179.57 The loan agreements and Trust Indenture contain provisions whereby the Capital Debent- 

8,955.3 ures are subordinate and junior to all other obligations for borrowed money, and the serial 


0,865.11 subordinated notes are subordinate and junior to all other obligations for borrowed money 
prs except the Capital Debentures. 


2,095.46 
The portion of the earned surplus at November 30, 1954 which is available for the payment 
5,995.37 of dividends and other cash distributions in respect of the capital stock is $344,082.94. 


The Company's “‘liquid net worth’ plus the amount of outstanding Capital Debentures at 
5,288.22 November 30, 1954 is approximately $4,142,000, and is required to be at least $3,600,000 
according to the terms of various loan agreements. 











5,000.00 

0,288.22 B. The 5% Series A of the Cumulative First Preferred stock may be redeemed (subject to the 
restrictions referred to above) on any semiannual dividend date (June 30 and December 31 ) 

7,314.35 at $101 per share in 1955 and thereafter at par plus accrued dividends. 

Tans C. Thorp Finance Corporation acquired several subsidiaries during the six month period ended 
November 30, 1954. The net excess, $21,489.87, of the cost of the capital stock of the 
subsidiaries over the book values of the equities acquired was charged to capital surplus. 

10,000.00 

10,000.00 D. The Company leases its home office building from the Trustees of the Thorp Finance Corpora- 

10,000.00 tion Employees’ Profit Sharing and Retirement Plan under the terms of a fifty year lease 





expiring in 2004. The lease provides for rental payments to yield annual income to the 

Plan at about 5% annually on the depreciated cost of the building, which originally cost 
7,602.57 approximately $300,000. The investment by the Trustees has been approved by the 
Treasury Department. 
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Thorp Finance Corporation 
Thorp, Wisconsin 


TO THE STOCKHOLDERS 
OF THORP FINANCE CORPORATION: 


With great pleasure and satisfaction we submit this Annual Report for the year ended 
November 30, 1955. 1955 fulfilled our every expectation — surpassing even 1954 — to become 
the finest year of our history in outstandings, in earnings and in creating a broader, more 
solid base of operations. 


Very substantial increases in working capital were made through the sale of Preferred 
Stock and Subordinated and Capital Debentures. Additional Preferred Stock is being 
sold at the present time, and it is probable that further sales of Subordinated Debentures 
and Capital Debentures will be made during 1956. 


You will note in reviewing this Report that expansion has been our keynote. 
Encouraged by the success of the subsidiary acquired in 1954 — the Farmers Loan and Thrift 
Company of Rochester, Minnesota — we purchased in 1955, the Northwestern Loan Com- 
pany and Northwestern Acceptance Company to strengthen our position in the Milwaukee 
area. We now have fifty-seven offices in Wisconsin and Minnesota, and expect this 
growth to gain even more momentum in 1956. 


The Life Insurance Company of America was incorporated, to add to our stature and 
earnings in the fields of general life insurance. 


Preliminary arrangement was made for a long term Serial Senior Loan of $5,500,000 
to expedite further expansion. Obviously, though the acquisition and operation of subsidiaries 
will continue to be a conservative program — based upon complete evidence of soundness 
and growth potential — it will be a constant factor in our planning for the future. And 


we have every reason to expect a future of accelerating progress and prosperity, with 
immediate gains over 1955 in 1956. 


Sincerely yours, 


FRANCIS J. CONWAY 
President 


531 
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THORP FINANCE CORPO) ati 


consolidated balance shee Not 


ASSETS 


NOVEMBER 30 


1955 
CASH (including compensating balances in connection with bank loans) $ 3,881,161 
UNITED STATES GOVERNMENT BONDS—At cost plus accrued interest $ 295,099 
NOTES RECEIVABLE 
Discounted instalment loans $26,959,579 
Small loans . . 2,814,855 
Wholesale loans and accrued charges 1,532,198 
Total $31,306,632 
Less: Reserve for losses $ 628,436 
Unearned discount 2,198,160 
Total $ 2,826,596 
Notes receivable — net $28,480,036 
ACCOUNTS RECEIVABLE (including insurance premiums receivable) ; 
Less reserve for losses of $1,000 $ 38,242 
INVESTMENTS AND SUNDRY ASSETS : 
Cash surrender value of life insurance policies $ 101,619 
Repossessions 5,926 
Total S$ 107,545 
FIXED ASSETS: 
Land, buildings, equipment, and automobiles (less reserves for depreciation 
— 1955, $154,041; 1954, $119,224) $ 340,100 
Leasehold improvements (less reserves for amortization- 
1955, $63,735; 1954, $30,394) 87,249 
Total $ 427,349 
DEFERRED CHARGES 
Prepaid interest, insurance, etc $ 137,291 
Unamortized debt discount and expense 58,105 
Total ‘$ 195,396 
it. ok. "$33,424,828 


The accompanying Notes to Financial Statements 


1954 
$ 2,469,758 
$17,336,315 
2,265,203 
884,984 
$20,486,502 
$ 397245 
1,310,119 
$ 1,707,364 
$18,779,138 
$ 17,162 
$ 27,109 
13,029 
$40,138 
$ 242,329 
31,845 
$ 274.174 
$ 65,806 
39,107 
$104,913 
$21,685,303 
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POR ATION AND SUBSIDIARIES 


sheet, November 30, 1955 and 1954 


LIABILITIES 
NOVEMBER 30 
1955 1954 
NOTES PAYABLE Banks and others $17,805,500 $10,080,800 
CURRENT MATURITIES OF TERM LOANS $ 130,000 $ 180,000 
ACCOUNTS PAYABLE AND ACCRUED 
Accounts payable (including insurance premiums) $ 131,378 $ 154,500 
Accrued accounts (salaries, interest, property and social security taxes, etc.) 206,517 87,455 
Accrued contribution to employees’ profit sharing and retirement trust 89,924 68,995 
Federal and state income taxes 438,404 439,448 
Total $ 866,223 $ 750,398 
FUNDS WITHHELD ON PAPER PURCHASED $ 546,356 $ 264,715 
Total $19,348,079 $11,275,913 
RESERVES FOR INSURANCE LOSSES $ 64,049 
SERIAL NOTES Note A 
Serial notes, 4% %, dated June 18, 1952 — Annual maturity, 
$125,000, May 1, 1957 to 1964 $ 1,000,000 $ 1,000,000 
Serial notes, 4% %, dated May 1, 1953 — Annual maturity, 
$375,000, May 1, 1958 to 1965 _ 3,000,000 3,000,000 
Total serial notes $ 4,000,000 $ 4,000,000 
FEDERAL AND STATE INCOME TAXES DEFERRED TO FUTURE PERIODS $ 556,150 $ 338,000 
Total $23,968,278 $15,613,913 
| CAPITAL FUNDS 
} Subordinated loans — Note A 
Serial subordinated notes, 5% $ 400,000 
Serial subordinated notes, 4% %, dated June 16, 1953 — Annual maturity, 
$130,000, June 1, 1957 to 1962; balance June 1, 1963 $ 1,040,000 1,170,000 
Serial subordinated notes, 4% %, dated May 31, 1955 — Annual maturities, 
$100,000, June 1, 1960 to 1965; $200,000, June 1, 1966 and 1967 $ 1,000,000 
Capital notes, Series A, 5%, dated July 1, 1955, due July 1, 1967 — 
Subject to annual sinking fund payments of $100,000, commencing 
July 1, 1958 1,000,000 
Capital debentures, Series A, 5% dated February 1, 1953~— 
Annual maturity, $200,000, August 1, 1963 to 1967 ___ 1,000,000 600,000 
Total subordinated loans inipeniclailitastes .--$ 4,040,000 $ 2,170,000 
! Capital stock and surplus — Notes A and B 
Cumulative 5% first preferred stock (authorized, 40,000 shares of $100 par; 
outstanding — 1955, 31,104 shares; 1954 20,000 shares) $ 3,110,400 $ 2,000,000 
Common stock (authorized, 200,000 shares of $10 par; 
outstanding — 1955, 111,139 shares; 1954, 106,138-8/9 shares) 1,111,390 1,061,389 
Paid-in surplus 25,434 47,600 
Earned surplus 1,169,326 __792,401 
Total capital stock and surplus $ 5,416,550 $ 3,901,390 
Total capital funds $ 9,456,550 $ 6,071,390 
TOTAL $33,424,828 $21,685,303 


Statements are an integral part of this balance sheet 
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THORP FINANCE CORPORION 


statement o yf consolidated income and earned surplus 


for the years ended November 


GROSS INCOME FROM OPERATIONS 
OPERATING EXPENSES 
Administrative expenses 
Provision for losses represented by 
Losses, less recoveries 


30, 1955 and 1954 


YEAR ENDED NOVEMBER 30 
1955 1954 


$ 4,804,873 $ 3,154,263 


$ 1,623,667 


98 866 86,739 
Increase in reserve for losses 150,436 10,144 
Interest and amortization of debt expense 857,264 630,915 
Commissions on insurance 10,332 
Additional provision for unearned discount 111,427 
Total $ 3,585,707 $ 2,351,465 
NET INCOME BEFORE DEDUCTING INCOME TAXES $ 1,219,166 $ 802,798 
FEDERAL AND STATE INCOME TAXES 599,100 438,000 
NET INCOME $ 620,066 $ 364,798 
EARNED SURPLUS AT BEGINNING OF THE YEAR 792,401 627,603 
Total $ 1,412,467 $992,401 
SURPLUS CHARGES 
Cash dividends on preferred stock $5 per share . 104,945 $ 100,000 
Cash dividends on common stock — 1955, $1.30 per share; 1954, $1 per share 138,196 100,000 
Total $ 243,141 $ 200,000 
EARNED SURPLUS AT END OF THE YEAR 


$ 1,169,326 $ 


792,401 


See Notes to the Financial Statements. 


; 


NOTES 
TO FINANCIAL 
STATEMENTS 


(A) The loan agreements covering the Serial Notes and 
Serial Subordinated Notes outstanding at November 30, 
1955 contain, among other terms, provisions (a) requir- 
ing the Company to maintain a minimum “liquid net 
worth” (as defined); (b) restricting dividends and other 
distributions (other than stock dividends) in respect of 
the capital stock; (c) permitting voluntary prepayment 
of the loans under stated terms and conditions; and (d) 
generally limiting the Company's borrowings in relation 
to its net worth. The Trust Indentures covering the Cap- 
ital Debentures and Capital Notes contain certain limit- 
ing provisions similar to those referred to above. The 
loan agreements and Trust Indentures contain provisions 
whereby the Capital Debentures and Capital Notes are 
subordinate and junior to all other obligations for bor- 
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ygtlON AND SUBSIDIARIES 


HASKINS & SELLS 





Accountants’ Certificate 


THore FINANCE CORPORATION: 


We have examined the consolidated balance sheet of Thorp 


Finance Corporation and subsidiaries as of November 30, 1955 and 


the related statement of consolidated income and earned surplus 


for the year then ended. Our examination was made in accordance 


with generally accepted auditing standards and accordingly included 


such tests of the accounting records and such other auditing 


procedures as we considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet 


and statement of consolidated income and earned surplus present 


fairly the financial position of the companies at November 30, 1955 


and the results of their operations for the year then ended, in 


conformity with generally accepted accounting principles applied on 


a basis consistent with that of the preceding year. 


January 11, 1956 Meh on tell, 


rowed money, and the serial subordinated notes are sub- 
ordinate and junior to all other obligations for borrowed 
money except the Capital Debentures and Capital Notes 

The portion of the earned surplus at November 30 
1955 which is available for the payment of dividends and 
other cash distributions in respect of the capital stock is 
$417,215. 


An executive employees’ stock option plan was adopted 
by the Board of Directors on November 10, 1955, subject 
to the approval of the stockholders at their next annual 
meeting. Under the plan, 25,000 shares of the Company's 
common capital stock were made available for the grant- 
ing of options to certain executives and employees. Op 
tions for 20,000 shares, exercisable only after four years 
from the date of grant and while the optionee is em- 





ic 


ployed by the Company, were granted as of November 
10, 1955 subject to stockholder approval. The option price 
on 15,250 of the shares, exercisable within 10 years, is 
$25 per share, and the option price on 4,750 shares, exer- 
cisable within 5 years, is $27.50 per share 


The Company leases its home office building from the 
Trustees of the Thorp Finance Corporation Employees’ 
Profit Sharing and Retirement Plan under the terms of a 
fifty year lease expiring in 2004. The lease provides for 
rental payments to yield annual income to the Plan at 
about 5% annually on the depreciated cost of the build- 
ing, which originally cost approximately $300,000. The 
investment by the Trustees has been approved by the 
Treasury Department 
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Thorp Finance Corporation 
Thorp, Wisconsin 


TO THE STOCKHOLDERS 
OF THORP FINANCE CORPORATION: 


We are pleased to submit this annual report for the year ended November 30, 1956. The year 1956 
was, by far, the best year in the history of the corporation in practically every department of the 
business. Outstandings increased $13,663,190 or 44% during the year. Net income increased $288,311 
or 46%. Repossessions, past due accounts and losses were no problem; percentage-wise, they 

were at an all-time low figure. 


You will note from the report that out of earnings of $908,377 only $347,990 was paid in 
dividends; the remainder of $560,387, or 62% of total earnings for the year, was added to the earned 
surplus account. Very substantial increases were made in the capital accounts, the total increase 
for the year amounting to $4,299,055, particularly through the enthusiastic response to the sale, 
by our own personnel, of common and preferred stock, and Series B, 5% capital debentures. 

Since November 30th a further increase of $1,500,000 in the capital accounts was made as a result 
of the sale of a long-term subordinated loan. 


All our ratios are very conservative. The ratio of borrowings to capital funds, which is one of the 
important ratios, stands at approximately 223%, far below the average. The ratio of earnings to 
average invested capital for the period is approximately 13.2% which, we think, is very good. 

The ratio of losses to liquidation is about 29/100 of 1% which, we believe, is as good a record 
as can be found in the industry. 


We are very happy about the fact that the Company’s Common Stock, which is being carried 
on the Milwaukee “‘Over-the-Counter”’ market, is selling at about 20% above the price at which 
it was sold to the public last May. 


Prospects for a good volume of business in 1957 are excellent. However, money continues to 
remain very tight, and the cost of borrowing is higher than it has been for many years. Nevertheless, 
the management has decided that long-term money should be procured in spite of its present cost. 
Most of our charges to the public are limited by statute, but in some categories at least a portion 
of this extra cost can be passed on to the customer. 


Seven new offices were opened in Wisconsin . . . making a total of 58. Two of these .. . at 
Hurley and Marinette . . . were strategically chosen for profitable service, not only to their immediate 
Wisconsin areas, but also to the Michigan Upper Peninsula. Three new offices in Minnesota raise 
that state’s total to ten. We will continue to open new offices, but the number to be opened in 1957 
will be governed by our ability to borrow funds at fair rates. 


The continued cooperation of stockholders and employees, as in the past, will be much appreciated. 


Sincerely yours, 


Francis J. CONWAY 
President 
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HASKINS « SELLS 
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Accountants’ Certificate 


| Tuorp FINANCE CORPORATION: 
















We have examined the consolidated balance sheet of Thorp 
| Finance Corporation and subsidiaries as of November 30, 1956 and 
he | the related statement of consolidated income and earned surplus 
| for the year then ended. Our examination was made in accordance 
with generally accepted auditing standards and accordingly included 
such tests of the accounting records and such other auditing 


procedures as we considered necessary in the circumstances. 


CC 


In our opinion, the accompanying consolidated balance sheet 
and statement of consolidated income and earned surplus present 
fairly the financial position of the companies at November 30, 

1956 and the results of their operations for the year then ended, 
in conformity with generally accepted accounting principles applied 


on a basis consistent with that of the preceding year. 


. 4 : 4 
Milwaukee, Wisconsin or a thing fell, 


January 7, 1957. 


41063 O—59——35 








540 AUTO FINANCING LEGISLATION 


THORP. FINance coecowarny an 


CONSOLIDATED BALANCE SHEET) NOV 




























ASSETS 
' 


NOVEMBER 30 


-—— = 


1956 1955 
CASH (including compensating balances in connection with bank loans) $ 5,721,785 $ 3,881,161 
UNITED STATES GOVERNMENT BONDS—At cost plus accrued interest $ 395,794 $ 295,099 ‘ 
NOTES RECEIVABLE 
Discounted instalment loans $39,965,238 $26,959,579 
Small loans 2,918,080 2,814,855 
Wholesale loans and accrued charges 2,086,504 1,532,198 
Total $44,969,822 $31,306,632 
Leas: Reserves for losses $ 747,479 $ 628,436 
Unearned discount 3,672,825 2,198,160 k 
Total $ 4,420,304 $ 2,826,596 r 
Notes receivable —net $40,549,518 $28,480,036 | 
UNTS RECEIVABLE (including insurance premiums receivable) — | 
reserve for losses of $1,000 $ 60,185 $ 38,242 
SUNDRY ASSETS 
Mortgage loan $ 22,500 
Cash surrender value of life insurance policies 109,176 $ 101,619 
Repossessions 1,299 5,926 
Total $ 132,975 $ 107,545 
FIXED ASSETS 
Land, building, equipment and automobiles (less reserves for depreciation — 1956, 
$198,065; 1955, $154,041 $ 419,703 $ 340,100 
Leasehold improvements (less reserves for amortization— 1956, $81,666; 1955, 
$63,735 111,774 87,249 
Total $ 531,477 $ 427,349 
DEFERRED CHARGES 
Prepaid interest, insurance, etc $ 148,083 $ 137,291 
Unamortized debt discount and expense 193,212 58,105 
Total $ 341,295 $ 195,396 
TOTAL $47,733,029 $33,424,828 


The accompanying Notes to Financial Statements are an in 


| 
| 
| 
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70n and Subsidiaries 
HEET, NOVEMBER 30, 1956 AND 1955 


LIABILITIES 


NOVEMBER 30 


1956 1955 
NOTES PAYABLE— Banks and others $21,052,000 $17,805,500 
§ CURRENT MATURITIES OF TERM LOANS $ 805,000 $ 130,000 
ACCOUNTS PAYABLE AND ACCRUED 
Accounts payable (including insurance premiums $ 166,214 $ 131,378 
Accrued accounts (salaries, interest, property and social security taxes, etc.) 346,506 206,517 
Accrued contribution to employees’ profit sharing and retirement trust 68,644 89,924 
Federal and state income taxes 418,597 438,404 
Total $ 999,961 $ 866,223 
F FUNDS WITHHELD ON PAPER PURCHASED $ 1,318,189 $ 546,356 
Total $24,175,150 $19,348,079 
| RESERVE FOR INSURANCE LOSSES 195,124 64,049 
SERIAL NOTES— Note A 8,825,000 4,000,000 
FEDERAL AND STATE INCOME TAXES DEFERRED TO FUTURE PERIODS 782,150 556,150 
j Total $33,977,424 $23,968,278 
[ 
| CAPITAL FUNDS 
Subordinated loans— Notes A and B 
Serial subordinated notes $ 1,910,000 $ 2,040,000 
f Capital notes 2,000,000 1,000,000 
Capital debentures 1,502,200 1,000,000 
| Total subordinated loans $ 5,412,200 $ 4,040,000 
Capital stock and surplus— Notes A and C 
Cumulative 5% first preferred stock (authorized, 40,000 shares of $100 par; 
outstanding — 1956, 40,000 shares; 1955, 31,104 shares) $ 4,000,000 $ 3,110,400 
Common stock (authorized, 1,000,000 shares of $5 par; outstanding — 1956, 
288,945 shares; 1955, 222,278 shares 1,444,725 1,111,390 
Paid-in surplus 1,168,967 25,434 
Earned surplus 1,729,713 1,169,326 
Total capital stock and surplus $ 8,343,405 $ 5,416,550 
Total capital funds $13,755,605 $ 9,456,550 
TOTAL $47,733,029 $33,424,828 


al Statements are an integral part of this balance sheet 
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statement of consolidated income and earned 


surplus for the years ended November 30, 1956 and 1955 


YEAR ENDED NOVEMBER 30 





1956 1955 
GROSS INCOME FROM OPERATIONS $ 6,590,750 $ 4,693,446 
OPERATING EXPENSES: —s” oe 
Administrative expenses $ 3,338,704 $ 2,357,382 
Commissions on insurance premiums 42,332 10,332 
Provision for losses, represented by: 
Losses, leas recoveries 154,779 98,866 
Increase in reserve for losses 119,043 150,436 
Interest and amortization of debt expense 1,372,460 857,264 
Total. . . $ 5,027,318 $ 3,474,280 
INCOME BEFORE DEDUCTING INCOME TAXES $ 1,563,432 $ 1,219,166 
PROVISION FOR FEDERAL AND STATE INCOME TAXES 655,055 599,100 
NET INCOME..... . $ 908,377 $ 620,066 
EARNED SURPLUS AT BEGINNING OF THE YEAR : 1,169,326 792,401 
Total $ 2,077,703 $ 1,412,467 
SURPLUS CHARGES: 
Cash dividends on preferred stock —$5.00 per share $ 166,838 $ 104,945 
Cash dividends on common stock—1956, 72} cents per share; 1955, 65 cents per share 181,152 138,196 
Total..... $ 347,990 $ 243,141 
EARNED SURPLUS AT END OF THE YEAR $ 1,729,713 $ 1,169,326 ) 











See Notes to the Financial Statements. 
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W' and Subsidiaries 


NOTES TO FINANCIAL STATEMENTS 


A. The long term debt liabilities of the Corporation at November 30, 1956 and 1955 were as follows: 


Serial Notes: 1956 1955 


Serial notes, 4%, due February 1, 1966, annual sinking fund payments of $550,000 
commencing February 1, 1957 (less $550,000 shown as current maturities—1956) $ 4,950,000 


Serial notes, 44 %, $125,000 due May 1, 1957 to 1964, inclusive (less $125,000 


shown as current maturities — 1956) 875,000 $ 1,000,000 
Serial notes, 444%, $375,000 due May 1, 1958 to 1965, inclusive 3,000,000 3,000,000 
Total $ 8,825,000 $ 4,000,000 


Subordinated Loans: 
Serial subordinated notes, 4% %, $130,000 due June 1, 1957 to 1962, inclusive; 




























$260,000 due June 1, 1963 (less $130,000 shown as current maturities) $ 910,000 $ 1,040,000 
Serial subordinated notes, 44%, $100,000 due June 1, 1960 to 1965, inclusive; 

$200,000 due June 1, 1966 and 1967 1,000,000 1,000,000 
Capital notes, Series A, 5%, due July 1, 1967, annual sinking fund payments of 

$100,000 commencing July 1, 1958 1,000,000 1,000,000 
Capital notes, Series B, 544%, due July 1, 1967, annual sinking fund payments of 

$100,000 commencing July 1, 1958 1,000,000 
Capital debentures, Series A, 5%, $200,000 due August 1, 1963 to 1967, inclusive 1,000,000 1,000,000 
Capital debentures, Series B, 5%, authorized, $1,000,000, due August 1, 1976, 

outstanding, November 30, 1956, $502,200 502,200 

Total . $ 5,412,200 $ 4,040,000 


The loan agreements covering the Serial Notes and Serial Subordinated Notes outstanding at November 30, 1956 

| contain, among other terms, provisions (a) requiring the Company to maintain a minimum “liquid net worth” 
(as defined); (b) restricting dividends and other distributions (other than stock dividends) in respect of the capital 

stock; (c) permitting voluntary prepayment of the loans under stated terms and conditions; and (d) generally 

limiting the Company's borrowings in relation to its net worth. The Trust Indentures covering the Capital Deben- 

tures and Capital Notes contain certain limiting provisions similar to those referred to above. The loan agreements 

and Trust Indentures contain provisions whereby the Capital Debentures and Capital Notes are subordinate and 
junior to all other obligations for borrowed money, and the serial subordinated notes are subordinate and junior to 
all other obligations for borrowed money except the Capital Debentures and Capital Notes. 
The portion of the earned surplus at November 30, 1956 which is available for the payment of dividends and other 
cash distributions in respect of the capital stock is $619,485. 

B. On December 31, 1956, the Company sold $1,500,000 Subordinated Debentures, Series A, 54 % , due September 1, 
1967, subject to annual sinking fund payments of $150,000 commencing September 1, 1958. The related indenture 
contains provisions similar to those contained in the agreements covering other long term debt. The Subordinated 
Debentures rank with the serial subordinated notes. 

C. Under an executive employees’ stock option plan, 50,000 shares of the Company's common capital stock have been 
made available for the granting of options to certain executives and employees. Stock options respecting 40,000 
shares, exercisable only after 4 years from the date of grant, have been granted and were outstanding at November 
30, 1956. The options with respect to 38,600 shares were granted as of November 10, 1955, of which 26,700 are 
exercisable within 10 years from date of grant at an option price of $12.50 per share and 11,900 are exercisable within 

5 years from the date of grant at $13.75 per share. The option with respect to 1,400 shares granted January 20, 
1956 is exercisable within 5 years from date of grant at an option price of $13.75 per share. 

D. The Company leases its home office building from the Trustees of the Thorp Finance Corporation Employees’ 
Profit Sharing and Retirement Plan under the terms of a fifty year lease expiring in 2004. The lease provides for 
rental payments to yield annual income to the Plan at about 5% annually on the depreciated cost of the building. 
The building cost approximately $315,000 
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Thorp Finance Corporation | 
Thorp, Wisconsin 


j 


| 









































TO THE STOCKHOLDERS 


} 
OF THORP FINANCE CORPORATION: 
| 
Once again we are pleased to submit an annual report which reflects consistent growth 
of the business. Each year has been the best to date in our history, and the year endeg 
November 30, 1957, was no exception. This success reflects the value, we believe, of 
the basic philosophy of our company—that Thorp Finance is a business born of confideny 
in people. 


Outstandings moved from $44,969,822 to $57,358,938— an increase of $12,389,116, or 
27.5%. Net income also reached a record high of $1,278,694— a $370,317 or 40.8% 
increase over 1956. Of this net income, $589,435, or 46.1% was retained for working | 
capital; $689,259, or 53.9% was paid out in dividends. 


Capital accounts were increased by more than $5,246,000, primarily through the sale of 
serial and subordinated notes to institutional investors. Twenty-five thousand shares of 
common stock also were sold to the general public in May 1957 through local Thorp 
offices. This offering was oversubscribed within a few days, and the share values 
have pretty well mantained their value in a period when stocks have been on a general 
decline. 


Because of the tight money situation, expansion was held to a minimum. And despite 
trends in the industry toward rising losses, slow collections and past due accounts, our los 
and delinquency ratios remained among the lowest in the industry. Following our 
policy of accepting growth opportunites of proven value, however, we added two new 
offices: one in Whitehall, and, through the purchase of the Green Bay Citizens Loan and 
Investment Company, another in Green Bay. This brings our total in Wisconsin to 60 offices 
or 70 including the Thorp Loan and Thrift Company offices in Minnesota. 


It is evident that money will be much easier and cheaper in 1958. We will aggressively 
endeavor to further increase business during the coming year through present offices, and, 
if deemed advisable, to open new offices. It is probable that if sufficient business is 
available the sale of additional stock will be necessary to keep our capital accounts in 
balance. Barring unforseen economic conditions, 1958 should be fully as good or better 
than 1957. We view the future with utmost confidence. 


Sincerely yours, 


Francis J. CONWAY 
President 
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HASKINS & SELLS 


Accountants’ Certificate 


Thorp Finance Corporation: 


We have examined the consolidated balance sheet of Thorp 
Finance Corporation and subsidiaries as of November 30, 1957 and the 
related statement of consolidated income and earned surplus for 
the year then ended. Our examination was made in accordance 
with generally accepted auditing standards and accordingly included 
such tests of the accounting records and such other auditing 


procedures as we considered necessary in the circumstances. 


In our opinion, the accompanying consolidated balance sheet 
and statement of consolidated income and earned surplus present fairly 
the financial position of the companies at November 30, 1957 and the 
results of their operations for the year then ended, in conformity 
with generally accepted accounting principles applied on a basis 


consistent with that of the preceding year. 


Milwaukee, Wisconsin Lhhe 
ATO 
January 3, 1958. 
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THORP FINANCE CORPORATION | anc 





CONSOLIDATED BALANCE SHEET 





ASSETS 
1957 1956 
CASH (including compensating balances in connection with bank loans) $ 6,916,034 $ 5,721,785 
UNITED STATES GOVERNMENT BONDS — At cost plus accrued interest $ 396,857 $ 395,794 
NOTES RECEIVABLE: 
Discounted instalment loans $51,655,386 $39,965,238 
Small loans 2,727,094 2,918,080 
Wholesale loans and accrued charges __ 2,976,458 2,086,504 
Total $57,358,938 $44,969,822 
Less: Reserves for losses $ 961,021 $ 748,479 
Unearned discount 5,173,925 3,672,825 
Total $ 6,134,946 $ 4,421,304 
Notes receivable — net $51,223,992 $40,548,518 
ACCOUNTS RECEIVABLE (including insurance premiums receivable) $ 34,610 g 61,185 
SUNDRY ASSETS: 
Mortgage loan $ 22,500 $ 22,500 
Cash surrender value of life insurance policies 115,057 109,176 
Repossessions 1,113 1,299 
Total $ 138,670 $ 132,975 
FIXED ASSETS — At cost: 
Land, building, equipment, and automobiles (less reserves for depreciation — 1957, 
$244,819; 1956, $198,065) $ 508,338 $ 419,703 
Leasehold improvements (less reserves for amortization — 1957, $80,197; 1956, 
$81,666) 101,386 111,774 
Total $ 609,724 $ 531,477 
DEFERRED CHARGES: 
Prepaid interest, insurance, etc $ 230,355 $ 148,083 
Unamortized debt discount and expense 241,612 193,212 
Total $ 471,967 $ 341,295 
TOTAL 


$59,791,854 $47,733,029 


The accompanying Notes to the Financial Statements 
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W\ and Subsidiaries 
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(ET, | NOVEMBER SO, 1957 AND 1956 
































LIABILITIES 
— . 1956 
NOTES PAYABLE — Banks and others $20,876,500 $21,052,000 
| CURRENT MATURITIES OF TERM LOANS $ 1,530,000 $ 805,000 
| 
ACCOUNTS PAYABLE AND ACCRUED: 
| Accounts payable (including insurance premiums) $ 193,987 $ 166,214 
| Accrued accounts (salaries, interest, property and social security taxes, etc.) 442,172 346,506 
Accrued contribution to employees profit sharing and retirement trust. 159,503 68,644 
| Federal and state income taxes ___ 476,612 ___ 418,597 
| Total $1,272,274 §_ 999,961 
FUNDS WITHHELD ON PAPER PURCHASED $ 2,008,186 $ 1,318,189 
j Total $25,686,960 $24,175,150 
RESERVE FOR INSURANCE LOSSES 356,289 195,124 
: SERIAL NOTES — Note A , 13,775,000 8,825,000 
FEDERAL AND STATE INCOME TAXES DEFERRED TO FUTURE PERIODS... _ 971,833 __782,150 
Total $40,790,082 $33,977,424 
CAPITAL FUNDS: 
Subordinated loans — Notes A and B: 

Serial subordinated notes .. $ 3,280,000 $ 1,910,000 

Subordinated debentures 1,350,000 

Capital notes 1,800,000 2,000,000 

Capital debentures 2,628,900 1,502,200 

Total subordinated loans $ 9,058,900 $ 5,412,200 


Capital stock and surplus — Notes A, B and C: 
Cumulative 5% first preferred stock (authorized, 80,000 shares of $100 par; 
outstanding, 40,000 shares) $ 4,000,000 $ 4,000,000 


Common stock (authorized, 1,000,000 shares of $5 par; outstanding — 1957, 
313,945 shares; 1956, 288,945 shares) 1,569,725 1,444,725 


Paid-in surplus 2,153,999 1,168,967 
Earned surplus __ 2,219,148 __1,729,718 
Total capital stock and surplus $ 9,942,872 $ 8,343,405 

Total capital funds $19,001,772 $13,755,605 


TOTAL $59,791,854 $47,733,029 





atements are an integral part of this statement. 
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THORP. Fiance corro3arin | 





statement of consolidated income and earned 


surplus for the years ended November 30, 1957 and 1956 





1957 
GROSS INCOME FROM OPERATIONS $ 8,247,083 
OPERATING EXPENSES: 
Administrative Expenses $ 3,805,499 
Commissions on insurance premiums 51,435 
Provision for losses represented by: 
Losses, less recoveries 234,214 
Increase in reserve for losses 194,384 
Interest on indebtedness 1,958,244 
Amortization of debt expense 23,713 
Total $ 6,267,489 
INCOME BEFORE DEDUCTING INCOME TAXES $ 1,979,594 
PROVISION FOR FEDERAL AND STATE INCOME TAXES 700,900 
NET INCOME $ 1,278,694 
EARNED SURPLUS AT BEGINNING OF YEAR _1,729,713 
Total $ 3,008,407 
SURPLUS CHARGES: 
Cash dividends on preferred stock — $5 per share $ 200,000 
Cash dividends on common stock — 1957, $1.65 per share; 1956, $.72% per share 489,259 
Total Dividends $ 689,259 
Transfer to capital — stock dividend of wholly owned subsidiary __ 100,000 
Total $ 789,259 
EARNED SURPLUS AT END OF THE YEAR $ 2,219,148 


See Notes to Financial Statements 


1956 : 

$ 6,590,750 
$ 3,338,704 
42,332 
154,779 
119,043 
1,356,066 
___ 16,394 
$ 5,027,318 
$ 1,563,432 
655,055 
$ 908,377 
1,169,326 
$ 2,077,703 
$ 166,838 
181,152 

$ 347,990 
$ 347,990 
$ 1,729,713 
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and Subsidiaries 





NOTES TO FINANCIAL STATEMENTS 





A. The long term debt liabilities of the Corporation at November 30, 1957 and 1956 were as follows: 


Serial notes: __ 1957 <n 
Serial notes, 4%, $550,000 due February 1, 1958 to 1966, inclusive (less $550,000 
shown as current maturities) ... $ 4,400,000 $ 4,950,000 
Serial notes, 4%“%, $125,000 due May 1, 1958 to 1964, inclusive (less $125,000 
shown as current maturities) 750,000 875,000 
Serial notes, 4%°%, $375,000 due May 1, 1958, to 1965, inclusive (less $375,000 
shown as current maturities — 1957) . 2,625,000 
Serial notes, 5%°%, $1,200,000 due March 1, 1963 to 1967, inclusive . 6,000,000 
Total $13,775,000 





Subordinated loans: 
Serial subordinated notes, 44%4%, $130,000 due June 1, 1958 to 1962, inclusive; 
$260,000 due June 1, 1963 (less $130,000 shown as current maturities) $ 780,000 $ 910,000 
Serial subordinated notes, 4%%, $100,000 due June 1, 1960 to 1965, inclusive; 


$200,000 due June 1, 1966 and 1967 1,000,000 1,000,000 
Subordinated notes, 6°>, $150,000 required prepayments due November 1, 1959 
to 1966, inclusive; $300,000 due November 1, 1967 cove 1,500,000 


Subordinated debentures, Series A, 5%‘%, $150,000 due September 1, 1958 to 
September 1, 1967, inclusive (less $150,000 shown as current maturities) 1,350,000 
Capital notes, Series A, 5%, due July 1,1967, annual sinking fund peymente of 
$100,000 commencing July 1, 1958 (less $100,000 shown as current maturities 
— 1957) Setenoatel Livin 900,000 1,000,000 
Capital notes, Series B, 5% %, due July 1, 1967, annual sinking fund payments of 
$100,000 commencing July 1, 1958 (less $100,000 shown as current maturities 


— 1957) seal 900,000 1,000,000 
Capital debentures, Series A, 5‘/, $200,000 due August 1, 1963 to 1967, inclusive 1,000,000 1,000,000 
Capital debentures, Series B, 5%, due August 1, 1976, authorized, $2,000,000... 1,628,900 502,200 

Total noeeee $ 9,058,900 $ 5,412,200 


The loan agreements covering the Serial Notes, Serial Subordinated Notes and the Subordinated Debentures 
outstanding at November 30, 1957 contain, among other terms, provisions (a) requiring the Company to main- 
tain a minimum “liquid net worth” (as defined); (b) restricting dividends and other distributions (other than 
stock dividends) in respect of the capital stock; (c) permitting voluntary prepayment of the loans under 
stated terms and conditions; and (d) generally limiting the Company’s borrowings in relation to its net 
worth. The trust indentures covering the Capital Debentures and Capital Notes contain certain limiting pro- 
visions similar to those referred to above. The loan agreements and trust indentures contain p ons 
whereby the Capital Debentures and Capital Notes are subordinate and junior to all other obligations for 
borrowed money, and the Serial Subordinated Notes and Subordinated Debentures are subordinate and junior 
to all other obligations for borrowed money except the Capital Debentures and Capital Notes. 

The portion of the earned surplus at November 30, 1957 which was available for the payment of dividends 
and other cash distributions in respect of the capital stock was $1,174,822. 

B. The Company has issued, to the purchasers of the 6°; Subordinated Notes. warrants entitling them to pur- 
chase, at an aggregate price of $750,000, at any time up to and including November 1, 1967, 15,000 shares of 
the Company’s common capital stock. 

C. Under an executive employees’ stock option plan, 50,000 shares of the Company’s common capital stock have 
been made available for the granting of options to certain executives and employees. Stock options respecting 
40,000 shares, exercisable only after 4 years from date of grant, have been granted and were outstanding at 
November 30, 1957. The options with respect to 38,600 shares were granted as of November 10, 1955, of 
which 26,700 are exercisable within 10 years from date of grant at an option price of $12.50 per share and 
11,900 are exercisable within 5 years from the date of grant at $13.75 per share. The option with respect to 
1,400 shares granted January 20, 1956 is exercisable within 5 years from date of grant at an option price of 
$13.75 per share. 

D. The Company leases its home office building from the Trustees of the Thorp Finance Corporation Employees’ 
Profit Sharing and Retirement Plan under the terms of a fifty vear lease expiring in 2004. The lease pro- 


vides for rental payments to yield annual income to the Plan at about 5% annually on the depreciated cost of 
the building. The building cost approximately $315,000. 
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Thorp Finance Corporation 
Thorp, Wisconsin 


TO THE STOCKHOLDERS 
OF THORP FINANCE CORPORATION: 


We are most happy with the results of our operation for the fiscal year ended 
November 30, 1958. In the early part of 1958 it became apparent that we were entering 
a period of readjustment, that the tempo of business in general was gradually slackening 
and, in many instances, business indicators were pointing downward. The automotive in- 
dustry was affected perhaps as much, or more, than any other industry. Sales of automo- 
biles were much lower than in previous years. Thorp is not as dependent upon the automobile 
industry as some finance companies. However, substantial gains in volume were made in 
other types of sales finance and direct loans. 


During 1958 the rate charged on credit life insurance was reduced by order of the 
Wisconsin Insurance Department and this materially affected earnings. We were able to 
come up with a profit a little in excess of that for the preceding year. Collection experience 
continues to be good, and losses, although a little higher than in previous years, presented 
no great problem. 1958 was the best year in our history. 


New Federal legislation affecting income taxes on life insurance companies is pend- 
ing, and the results should be determined shortly. Unless this proposed legislation cuts 
into our earnings deeply, 1959 should be a very good year; we are quite confident that 


we can continue to report bigger and better years as our business expands and our out- | 


standings increase. 


For several years we have been engaged in a controversy with the Internal Revenue 
Agents regarding our method of accounting for unearned income and the determination of 
a reasonable reserve for losses. The Agents are attempting to reverse the Internal Revenue 
approval, granted in 1940, of our method of accounting for unearned income, and an 
additional tax has been proposed. We have been compelled to go to the U. S. Court in 
order to resist this proposed additional tax. While the Company has reserves which are 
adequate to cover all possible contingencies, we are confident that our appeal to the Tax 
Court will sustain the Company's position. 


This case, regardless of its outcome, will not affect the book value of our stock, its 
market value, dividends, or the future growth of the Company. Thorp Finance Corpora- 
tion is in sound financial condition and has just completed its most successful and profit- 
able year. 


Trusting that we may have the continued cooperation of our stockholders, debenture 
holders and note holders in 1959, and that we may be able to make an even finer report 
next year, I am 

Sincerely yours, 


Francis J. CONWAY 
President 





Mil 
Jan 
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CONSOLIDATED BALANCE SHEET 





ASSETS 


CASH (including compensating balances in connection with bank loans) 
UNITED STATES GOVERNMENT BONDS — At cost plus accrued interest 

(Market Value — $732,640) 
NOTES RECEIVABLE 

Retail contracts 

Direct loans — Discounts 

Small loans 

Wholesale loans and accrued charges 

Total 
Less: Reserves for losses 
Unearned discount 
Total 
Notes receivable — net 

ACCOUNTS RECEIVABLE (including insurance premiums receivable) 
SUNDRY ASSETS: 

Mortgage loans 

Cash surrender value of life insurance policies 

Repossessions 

Total 

FIXED ASSETS — At cost 


oleate 


$ 8,716,194 
$_742,018 


$31,609,841 
27,097,520 

2,542,196 
_ 3,174,836 
$64,424,393 
$ 1,084,981 

5,985,753 
$ 7,070,734 
$57,353,659 
$ 107,819 


$ 116,500 

126,654 
___ 4,482 
$ 247,636 


Land, building, equipment, and automobiles (less reserves for depreciation — 1958, 


$292,442; 1957, $244,819) 
Leasehold improvements (less reserves for amoritization — 1958, $112,789; 
$80,197) 
Total 
DEFERRED CHARGES 
Prepaid interest, insurance, etc 
Unamortized debt discount and expense 
Total 
TOTAL 


$ 558,174 


1957, 


___ 98,675 
$ 656,849 


$ 270,701 
198,361 


$ 469,062 
$68,293,237 


The accompanying Notes to Financial Statements 


1957 


$ 6,916,034 


$_ 396,867 


$27,448,409 
24,206,977 

2,727,094 

2,976,458 
$57,358,938 
$ 961,021 

5,173,925 
$ 6,194,966 
$51,223,992 
: ae 


$ 22,500 
115,057 
__1ats 
$138,670 


$ 508,338 


101,386 
$ 609,724 


$ 230,355 

241,612 
$ 471,967 
$59,791,854 
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Tow and Subsidiaries 


ee 


SHEET NOVEMBER 30, 1958 AND 1957 





LIABILITIES 
1958 : __ 1957 
NOTES PAYABLE — Banks and others . $28,258,200 $20,876,500 
CURRENT MATURITIES OF TERM LOANS $ 1,680,000 $ 1,530,000 
ACCOUNTS PAYABLE AND ACCRUED: 
Accounts payable (including insurance premiums) $ 105,864 $ 193,987 
Accrued accounts (salaries, interest, property and social security taxes, etc.) 509,329 442,172 
Accrued contribution to employees profit sharing and retirement trust 237,590 159,503 
Federal and state income taxes 639,562 __ 476,612 
Total $1,492,845 $1,272,274 
FUNDS WITHHELD ON PAPER PURCHASED $ 2,240,789 $ 2,008,186 
Total $33,671,334 $25,686,960 
UNEARNED PREMIUMS 219,950 
RESERVE FOR INSURANCE LOSSES 424,630 356,289 
SERIAL NOTES — Note A 12,725,000 13,775,000 
FEDERAL AND STATE INCOME TAXES DEFERRED TO FUTURE PERIODS 1,146,600 __ 971,833 
Total $48,187,514 $40,790,082 
| SUBORDINATED LOANS, CAPITAL STOCK AND SURPLUS: 
| Subordinated loans — Notes A and B: 
| Serial subordinated notes $ 3,000,000 $ 3,280,000 
Subordinated debentures 1,200,000 1,350,000 
Capital notes 1,600,000 1,800,000 
Capital debentures __3,335,300_ 2,628,900 
Total subordinated loans $ 9,135,300 $! 9,058,900 


Capital stock and surplus — Notes A, B and C: 
Cumulative 5% first preferred stock (authorized, 80,000 shares of $100 par; out- 
standing — 1958, 45,504 shares; 1957, 40,000 shares) $ 4,550,400 


$ 4,000,000 

Common stock (authorized, 1,000,000 shares of $5 par; outstanding, 
$13,945 shares) 1,569,725 1,569,725 
Paid-in surplus 2,157,960 2,153,999 
Earned surplus __ 2,692,338 2,219,148 
Total capital stock and surplus $10,970,423 $ 9,942,872 
Total subordinated loans, capital stock and surplus $20,105,723 $19,001,772 
TOTAL $68,293,237 $59,791,854 


I Statements are an integral part of this balance sheet. 
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FINANCE CORPORATION 





statement of consolidated income and earned 


surplus for the years ended November 30, 1958 and 1957 





GROSS INCOME FROM OPERATIONS 

OPERATING EXPENSES: 
Administrative expenses 
Commissions on insurance premiums 


Provision for losses represented by: 
Losses, less recoveries 


Increase in reserve for losses 
Interest on indebtedness 
Amortization of debt expense 

Total 


INCOME BEFORE DEDUCTING INCOME TAXES 


PROVISION FOR FEDERAL AND STATE INCOME TAXES 
NET INCOME 


EARNED SURPLUS AT BEGINNING OF THE YEAR 
Total 
SURPLUS CHARGES: 
Cash dividends on preferred stock — $5 per share 
Cash dividends on common stock — 1958, $2 per share; 1957, $1.65 per share 
Total Dividends 


Transfer to paid-in surplus — stock dividend of wholly-owned subsidiary 
Total 


EARNED SURPLUS AT END OF THE YEAR 


See Notes to Financial Statements. 


1958 
$ 8,952,131 


$ 4,150,766 
38,255 


264,671 
123,960 
2,207,796 
27,603 

$ 2,139,080 
838,000 

$ 1,301,080 
__ 2,219,148 


$ 3,520,228 


$ 200,000 
627,890 
$ 827,890 





$ 827,890 


. $ 2,692,338 


1957 
$ 8.247088 


$ 3,805,499 
51,435 


234,214 
194,384 
1,958,244 
23,713 
#6207 a8 
$ 1,979,594 
700,900 


$ 1,278,694 


1,729,713 


$ 3,008,407 


$ 200,000 
_ 489,950 

$ 689,259 
100,000 

$ 789,259 


$ 2,219,148 











| 
| 








957 

















AUTO FINANCING LEGISLATION 559 


and Subsidiaries 


— 





NOTES TO FINANCIAL STATEMENTS 





A. The long term debt liabilities of the Corporation at November 30, 1958 and 1957 were as follows: 


Serial notes: 1958 1957 
Serial notes, 4%, $550,000 due February 1, 1959 to 1966, inclusive (less $550,000 
shown as current maturities) ‘ iesatunaidich ititeiitiieean al $ 3,850,000 $ 4,400,000 


Serial notes, 4% %, $125,000 due May 1, 1959 to 1964, inclusive (less $125,000 








shown as current maturities) lend 625,000 750,000 
Serial notes, 4% %, $375,000 due May 1, 1959 to 1965, inclusive (less $375,000 shown 
as current maturities) a ‘ 2,250,000 2,625,000 
Serial notes, 5% %, $1,200,000 due March 1, 1963 to 1967, inclusive..... 3 __ 6,000,000 6,000,000 
Total wel aoa ae . $12,725,000 $13,775,000 
Subordinated loans: 
Serial subordinated notes, 4%4%, $130,000 due June 1, 1959 to 1962, inclusive; 
$260,000 due June 1, 1963 (less $130,000 shown as current maturities).......... $ 650,000 $ 780,000 
Serial subordinated notes, 4%%, $100,000 due June 1, 1960 to 1965, inclusive; 
$200,000 due June 1, 1966 and 1967.. lel : 1,000,000 1,000,000 
Subordinated notes, 6%, $150,000 required prepayments due November 1, 1959 to 
1966, inclusive; $300,000 due November 1, 1967 (less $150,000 shown as current 
maturities — 1958) ....... Se Spvassonsicumicntedsssaaaagtetiaia: ft aaa 1,500,000 
Subordinated debentures, Series A, 5%, $150,000 due September 1, 1959 to 
September 1, 1967, inclusive (less $150,000 shown as current maturities)... 1,200,000 1,350,000 
Capital notes, Series A, 5%, due July 1, 1967, annual sinking fund payments of 
$100,000 (less $100,000 shown as current maturities) 0.0.00... 800,000 900,000 
Capital notes, Series B, 5% %, due July 1, 1967, annual sinking fund payments of 
$100,000 (less $100,000 shown as current maturities).................... POSTE RES: 800,000 900,000 
Capital debentures, Series A, 5%, $200,000 due August 1, 1963 to 1967, inclusive. 1,000,000 1,000,000 
Capital debentures, Series B, 5%, due August 1, 1976, authorized $2,000,000... 1,998,000 1,628,900 
Capital debentures, Series C, 5%, due August 1, 1978, authorized $5,000,000............ : 337,300 
0 ES eee asbdiaiiaeaeselanaiil Pelaccuaiaiated «« $ 9,135,300 g 9,058,900 


The loan agreements covering the Serial Notes, Serial Subordinated Notes and Subordinated Debentures out- 
standing at November 30, 1958 contain, among other terms, provisions (a) requiring the Company to maintain 
a minimum “liquid net worth” (as defined); (b) restricting dividends and other distributions (other than stock 
dividends) in respect of the capital stock; (c) permitting voluntary prepayment of the loans under stated terms 
and conditions; and (d) generally limiting the Company’s borrowings in relation to its net worth. The trust 
indentures covering the Capital Debentures and Capital Notes contain certain limiting provisions similar to 
those referred to above. The loan agreements and trust indentures contain provisions whereby the Capital Deben- 
tures and Capital Notes are subordinate and junior to all other obligations for borrowed money, and the Serial 
Subordinated Notes and Subordinated Debentures are subordinate and junior to all other obligations for bor- 
rowed money except the Capital Debentures and Capital Notes. 


The portion of the consolidated earned surplus at November 30, 1958 which, pursuant to the provisions of 


the loan agreements and trust indentures, was available for the payment of dividends and other cash distri- 
butions in respect of the capital stock was $1,396,000. 


. The Company has issued, to the purchasers of the 6% Subordinated Notes, warrants entitling them to pur- 


chase, at an aggregate price of $750,000, at any time up to and including November 1, 1967, 15,000 shares of the 
Company’s common capital stock. 


C. Under the executive employees’ stock option plan, 50,000 shares of the Company’s common capital stock have 


been made available for the granting of options to certain executives and employees. Stock options respecting 
39,500 shares, exercisable only after 4 years from date of grant, have been granted and were outstanding at 
November 30, 1958. The options with respect to 38,100 shares were granted as of November 10, 1955, of which 
26,200 are exercisable within 10 years from date of grant at an option price of $12.50 per share and 11,900 are 
exercisable within 5 years from the date of grant at $13.75 per share. The option with respect to 1,400 shares 
granted January 20, 1956 is exercisable within 5 years from date of grant at an option price of $13.75 per share. 


. The Company leases its home office building from the Trustees of the Thorp Finance Corporation Employees’ 


Profit Sharing and Retirement Plan under the terms of a fifty year lease expiring in 2004. The lease - 
vides for rental payments to yield annual income to the Plan at about 5% annually on the depreciated wah a8 
the building. The building cost approximately $315,000. 
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COMMENTS 


ANOTHER VIEW ON THE ORIGIN OF DEALER PARTICIPATION 
IN AUTOMOBILE FINANCE CHARGES 


RussELL Harpy* 


A note in the Jndiana Law Journal relative to automobile dealers’ 
participation in installment sales financing charges, in which valuable and 
interesting material on the subject is collected, contains one very im. 
portant statement which can be challenged in the light of other sources: 
The statement is: 

The Big Three has been instrumental in disinfecting the 
entire industry of many abusive practices. Partially because of 

the nationals, the average finance charge has been maintained 

at a reasonable level.’ 

The truth is, those companies have the largest part of the responsibility, 
probably the entire responsibility, for so “infecting” the business. They, 
and they alone, aside from public officials, possess the means of effec- 
tually “disinfecting” the business. 

General Motors Acceptance Corporation originated the practice of 
adding to the finance charge a part to be collected from the purchaser 
and paid to the dealer.’ Although the company began business on January 
24, 1919, it was not until about the middle of 1925 that the dealer partici- 
pation practice was put into effect. During the first five or six years of 
the GMAC existence, the methods used by it for the acquisition of 
wholesale financing of General Motors dealers, and of the notes which 
the dealers had taken from retail purchasers, included no effort, or at 
least no systematic and appreciable effort, to force the dealers to patronize 
GMAC. In that period the notes taken by dealers in retail transactions 
were simple promissory notes, in a principal amount equal to the balance 
due by the purchaser, bearing a percentage rate of interest. Generally, 
the dealers retained the notes or transferred them variously to GMAC, 
other finance companies, or banks, according to their own interests. The 
principal advantage to the dealer of the transfers was the conversion of 
his notes into cash, in effect making the sales of his cars cash transactions. 
Profit to the dealers in the sale of notes was not expected and was virtually 


* Member, District of Columbia and Maryland Bars, formerly Special Assistant to 
the Attorney General of the United States in antitrust cases. 

1. Is Control of Dealer Participation a Necessary Adjunct to Regulation of In- 
stallment Sales Financing ?, Inv. L.J. 641 (1953). 

2. Id. at 659. 

3. United States v. General Motors, 121 F.2d 376, 391 (7th Cir. 1941). 
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non-existent. The profit to GMAC and other finance companies during 
these first years was represented by the interest paid by the note makers. 
The volume of the GMAC wholesale and retail business increased from 
1919 to the end of 1925 at a uniformly gradual rate—from about 
$1,760,000 at the end of 1919 to about $246,113,000 at the end of 1925.* 
Sales of General Motors cars fluctuated during the same period, indicat- 
ing the absence of any strong influence connecting the volume of GM 
sales with the volume of GMAC business.° 


By 1925 it was clear that much of the GM dealers’ financing business 
was getting away from GMAC.° In equal competition against independ- 
ent finance companies and others, GMAC had proven incapable of at- 
tracting all of the General Motors trade. The GMAC officials felt that 
it was a melancholy hardship that up to that time “we had to fight our own 
way” against the small and scattered competitors who were taking the 
business away from the young but ineffectual financing giant.’ In this 
emergency GMAC called upon General Motors to help them stay in 
business. 


An early, official “Confidential Report” of GMAC declared that 
the purpose for which it had been organized was to acquire and keep 
within its control, to the greatest extent possible, the business of financing 
the sales of General Motors cars.* Results of the first seven years, how- 
ever, convinced the GMAC management that the business acquisition 
methods then being used were not effective to secure the business to the 
“greatest extent possible.” 


Two new methods to accomplish the purpose were, accordingly, in- 
augurated in the latter part of 1925: namely, dealer profit participation 
in the finance charge, and exercise of control by General Motors of the 
wholesale and retail financing part of the dealers’ business. In another 
“Confidential Report,” GMAC declared on December 3, 1925, “[t]he 
factory will hereafter exercise control of the dealer’s time selling prac- 
tices,” and “[t]his corporation . . . will work hand in hand with the 
factory divisions in the development of the dealer’s credit merchandizing 
along sound lines.”*° 


4. Moopy’s MANUAL oF INvESTMENTS 2415, 2417 (1927) ; Moopy’s MANUAL oF IN- 
VESTMENTS 1099 (1926) ; Moopy’s MANUAL oF INVESTMENTS 2012 (1924). 

. Ibid. 

6. United States v. General Motors, 121 F.2d 376, 392 (7th Cir. 1941). 

7. Id. at 392-393. 

8. Id. at 382; Transcript of Record on Appeal, pp. 2636, 3072. 

9. “GMAC finances approximately 65% of the General Motors cars sold to dealers 
on time and around 75% of the cars sold to retail purchasers on time.” United States v. 
General Motors, 121 F.2d 376, 391 (7th Cir. 1941). 

10. Jbid., Transcript of Record on Appeal, pp. 3141-3146. 
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The effect of the new acquisition methods was powerful and jp. 
stantaneous. In 1926 the GMAC business rose at the stupendous ratio of 
245 percent. Whereas its business for the whole preceding seven years 
amounted to about $968,000,000, it amounted to about $607,000,000 in 
1926.** The Seventh Circuit Court of Appeals said the GMAC volume 
of business and net earnings for 1926 increased about 225 percent over 
1925.* The increase was almost five times greater than the General 
Motors sales increase of about forty-eight percent for the same period,” 
At the same instant, the dealer participating practice was permanently 
fastened to a large part of the automobile business (the GM proportion 
of the business was about forty percent at that time), and at the expense 
of the retail time purchasers of GM cars. 


GM and GMAC gave the dealer participation the euphemistic label 
of “repossession loss reserve,” on the pretense that it served solely to 
compensate the dealers for losses on defaulted finance notes.** In 1933 
Alfred P. Sloan, Jr., then president of General Motors, candidly stated 
that any “appreciable excess” over actual repossession losses was “unfair” 
to other finance companies.** Sloan’s candor was probably caused by a 
lack of knowledge that his own companies were the worst offenders. It 
is notoriously known that from 1926 to the present time, repossession 
losses have amounted to but a small fraction of one percent (in bad times 
a little more), while the payments to dealers have been enormously dis- 
proportionate to the default and repossession deficiencies. 


Not only is the “reserve” intrinsically a powerful business acquisi- 
tion method, but the GMAC ingenuity soon devised a special manipula- 
tion which multiplied its intrinsic force. This device is to remit no reserve 
payments to dealers as individual installments are paid or as individual 
notes are fully satisfied but to credit and accumulate the amounts for 
periodic distribution. The funds thus due to dealers were held virtually 
as bond money posted to assure dealer obedience to the GM-GMAC 
financing law.*® 


The enormous and sudden increase of the GMAC business meant 
an abrupt and almost complete disappearance of the business of independ- 
ent finance companies who had been serving the GM dealers. They were 
confronted with the choice between bidding a fond and permanent fare- 





11. See note 4 supra. 

12. United States v. General Motors, 121 F.2d 376, 397 (7th Cir. 1941). 

13. See note 4 supra. 

14. Ibid. Also see generally NRA records and hearings on proposed automobile 
finance code, Department of Commerce, Washington, D. C. 

15. NRA records and hearings on proposed automobile finance code. 

16. For illustrative examples see United States v. General Motors, 121 F.2d 376, 
395, 396 (7th Cir. 1941). 
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well to that important body of customers or recovering the business by 
matching or increasing the participation offered by GMAC. They chose 
to contend with the GMAC giant and adopt their dealer participation 
acquisition practice. But it was not sufficient for the independents merely 
to offset the participation accorded dealers by GMAC. Dealers de- 
manded more from the independents to compensate them for resisting 
the efforts to confine their patronage to GMAC. As the economic life 
or death of a dealer depends on the pleasure and will of General Motors, 
only a substantial additional amount would induce him to transfer his 
time sales notes to an independent company. 


The original exposure’ of GMAC during 1919-1925 to free enter- 
prise competitive conditions—the same conditions under which independ- 
ent finance companies have had to live and survive—was the first real 
competitive experience of GMAC, and it has not been repeated since 
GMAC grasped the GM apron strings, which GMAC has ever since 
firmly held. Its most vigorous business acquisition effort has been to 
receive, almost automatically, the enormous amount of business driven 
into its waiting net by the GM power and influence. 


Knowledge of the invention and stupendous effect of the new busi- 
ness acquisition methods used by GM and GMAC, spread at once 
throughout the automobile business. Chrysler and Commercial Credit 
immediately formed an affiliation to use similar methods for procure- 
ment of the Chrysler dealer financing by Commercial Credit, and Com- 
mercial Credit began making substantial payments to Chrysler for “caus- 
ing” its dealers to confine their financing patronage to Commercial 
Credit..* Ford and Universal Credit, then already affiliated by stock 
ownership, also promptly applied the participation-coercion technique to 
the time sales financing of Ford cars.** The Commercial Credit-Chrysler 
arrangement for payments to Chrysler added to the dealer participation 
the practice of splitting the charge with the dealers’ master as well.*® The 
corporate ownership by General Motors of GMAC gave GM a similar 
interest in the finance charges collected by GMAC. As Ford and Chrys- 
ler represented about fifty percent of the automobile business, the in- 
dependent finance companies were again confronted with the choice of 
abandoning a large part of their business or of matching the Ford and 
Chrysler dealer participation and coercion. Thus the acquisition methods 
were originated and permanently fastened upon ninety percent of the auto- 
















17. United States y. Chrysler, Crim. No. 1041, N.D. Ind., May 27, 1938; Civil No. 9, 
November 7, 1938; Tue Feperat Antitrust Laws 179, 186 (CCH 1952). 
18. United States v. Ford, Crim. No. 1041, N.D. Ind., May 27, 1938; Civil No. 8, 
November 7, 1938; THe Feperat Antitrust Laws 179, 187 (CCH 1952). 
19. Moopy’s MANUAL oF INveEsTMENTS 775 (1928). 
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mobile business by the Big Three companies. Whether those methods are 
pernicious or wholesome, the credit or blame for their invention and yg 
belongs almost wholly to those companies. 


The Big Three have sought to control and limit the dealer participa. 
tion but, it seems, only when practiced by the independent finance com. 
panies.*® By a variety of methods, they have sought to prevent dealers 
from yielding to the competitive bidding of the independents against the 
favored finance companies, such as threatening to cancel their contracts 
for a supply of cars and so forth. In the case of General Motors ang 
GMAC, the factory affiliation with the finance company is obviously the 
major cause and motive for coercion of dealers as to financing. |t 
would seem logical that disaffiliation would end the pressure on dealers. 
Also the necessity would end for increasing the dealer participation jp 
an amount sufficient to pay him for the risk involved in displeasing GM, 
Statements in the note to the effect that the Big Three finance com. 
parties have maintained their finance charges at a low level and have al. 
ways maintained lower rates than the independent finance companies" 
are gravely misleading if not incorrect. The truth is that the associations 
which have long existed between the Big Three factory and finance 
companies and the manufacturers’ performance of acquisition services 
for the finance companies without cost make any invidious comparison 
of independent finance rates meaningless to the public and unfair to the 
independents. In the case of GM and GMAC, a high actual finance 
cost to the purchaser can always be concealed behind a low finance rate 
merely by placing in the basic cost of the car any amount of additional 
finance revenue which may be desired, thus leaving the car buyer happy 
in the illusion that he has paid a modest finance rate. As GM has always 
owned all of the stock of GMAC, the finance corporation is in reality but 
another cash register of General Motors. As a machine for acquiring 
the financing business ostensibly at the lowest possible rates, the com- 
bination of the two corporations could hardly be more perfect. 

These acquisition methods have a two-fold effect which makes 
comparison of rates unfair. First, they relieve the Big Three finance 
companies of normal acquisition efforts and thereby reduce their acquisi- 
tion cost; second, because it is necessary for independent companies not 
only to make conventional acquisition efforts but also to make efforts to 
offset the influence exerted against them in favor of the Big Three 
companies, the acquisition cost of the independents is abnormally in- 





20. United States v. Ford, 68 F. Supp. 825 (N.D. Ind. 1946), 335 U.S. 303 (1948); 
Chrysler v. United States, 316 U.S. 556 (1942); United States v. General Motors, 121 
F.2d 376, cert. denied, 314 U.S. 618 (1941). 

21. Note, supra note 1, at 649, 656. 
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creased. Moreover, no matter what may be the true significance of any 
comparison of rates, it is unmistakably clear that the fact that the auto- 
mobile finance business is ninety percent monopoly and ten percent free 
competitive enterprise not only conceals the true financing cost but ab- 
normally increases the total automobile financing bill for all time sales 
purchasers as well. It follows that the position taken in the note that 
the ownership of GMAC by General Motors has been an important factor 
in reducing the finance charge to consumers” is precisely the opposite of 
the fact. 

For the same reasons it appears further that the attitude in the note 
that CIT, CC, and GMAC have caused the average finance charge to be 
maintained at a reasonable level,”* to say the least, takes in a lot of de- 
batable territory. If the GMAC charges had been in fact maintained at 
a “reasonable level,” then GMAC profits would also stand at reasonable 
levels, but, as the appellate court, speaking of the period, 1926-1938, said, 
“The statistical data in the record indicates clearly that GMAC does 
have a tremendous amount of business and makes huge profits.’’** 

The idea that the GMAC competition against the independent com- 
panies has been on the basis of rates, that GMAC has given the car pur- 
chasers lower rates of its own, and that this has brought down the rates of 
independents is contrary to the findings of the court of appeals. The 
court held that GMAC had refused to adopt a recommendation of one of 
its own principal officials to meet rate and nonrecourse competition of 
independents and instead determined to maintain its rates and recourse 
policy by the dealer’s cut and by coercion of non-conforming dealers.”* 

The assertions in the note that Commercial Investment Trust, Com- 
mercial Credit, and GMAC have been instrumental in “disinfecting” the 
automobile finance business of many abusive practices*® is merely a 
resurrection of an argument made in the General Motors case to save the 
monopoly-coercion system, which was thoroughly considered and fully 
refuted in that case.** The argument was the stock excuse of monopo- 
lists,* that is, that GMAC had been organized and had always existed, 
not for profit, not for procuring the business of financing GM car pur- 
chases to the largest extent possible, but solely for the public benefit. And 
specifically it was urged that the aim of GMAC was to permit GM dealers 
to patronize freely any independent finance companies, subject only to 





22. Id. at 646. 

23. Id. at 659. 

24. United States v. General Motors, 121 F.2d 376, 397 (7th Cir. 1941). 

25. Id. at 391, 397. 

26. Note, supra note 1, at 659. 

27. United States v. General Motors, 121 F.2d 376, 392, 397, 400 (7th Cir. 1941). 
28. State v. Eastern Coal Co., 29 R.I. 254, 263, 70 Atl. 1, 5 (1908). 
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the condition that the dealers receive from the independent companies no 
part of the finance charge and make available to their customers the same 
low rates and superior terms said to be offered by GMAC.” 


But the court found that the GMAC object and achievement was 
profit and not to disinfect the business as to rates or practices, saying, 
among other things, 


The evidence shows that the coercive conduct in question 
was not intended to discriminate against an inferior or unreliable 
finance service. Rather its entire force and effect was directed 
against any use of an independent finance service. Regardless 
of the quality of the independent finance service, the command 
to General Motors dealers was to use GMAC. And obedience 
to the will of the appellants resulted in additional sales of the 
finance service. But behind it all lay the might of GMC which 
had achieved a dominant position in the automobile industry as 
manufacturer of cars desired by dealer-purchasers and many 
members of the retail public.*° 


The basic cause of these conditions still exists, that is, the ownership of 
GMAC by General Motors, and the other less durable associations which 
are permitted to exist between the other large manufacturers and finance 
companies. 

The Government filed an antitrust suit to end the GM-GMAC 
affiliation, based on the theory that the relationship produced an unlawful 
monopoly of the financing business.** The complaint charged that the 
power of those great companies had been exercised to create unlawful 
conditions, which could be corrected only by ending control of the finance 
company by General Motors. Although this case afforded an intelligent, 
effective remedy, it was hurriedly terminated, after many years of in- 
action by the Government, in the last months of the preceding national 
administration. A consent decree was quietly and jointly composed by 
General Motors and Government officials, in which the government en- 
tirely waived its demand for divorcement and the injunction of many 
coercive practices. The Government representatives freely admitted the 
inadequacy of the judgment to end the unlawful conditions but justified 
their action on the feeble and incredible ground that the suit was aban- 
doned “‘to avoid the expense of a trial of the issues and the loss of time 
occasioned thereby.’’” 





29. United States v. General Motors, 121 F.2d 376, 400, 406-407 (7th Cir. 1941). 

30. Id. at 400. ; 

31. United States v. General Motors, Docket No. 2177, N.D. IIl., October 4, 1940. 

32. United States v. General Motors, Docket No. 2177, N.D. Ill, June 17, 1952, pro- 
ceedings on entry of judgment. 
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The factory coercion of dealers in financing transactions, which in- 
evitably increases finance charges, is but one aspect of comprehensive 
merchandising plans devised and enforced for many years by each of the 
Big Three. These plans differ in minor features but are alike in being 
based on the philosophy—not literally stated, of course, but implicit in 
the principles—that all of the business in and incident to the sale, repair, 
maintenance, and use of the cars, from the assembly line to the jalopy 
graveyard, belongs tothem. In the General Motors case, GM and GMAC 
pressed the same view upon the court in the contention that the “com- 
merce” in cars made by General Motors belonged to them, but the court 
said that when the dealers bought the cars it became the dealers’ com- 
merce.** Although the cars are invariably sold to the dealers only for full 
cash payment at the factory and before delivery, and although title, owner- 
ship, and possession is thus passed to new owners, these merchandising 
plans enable a systematic invasion of the rights of the new owners in the 
cars, which is at variance with our private property, free enterprise 
economy. Among other things, dealers are limited by the factory as to 
the prices and conditions on which the cars they own may be resold, and 
as to purchases, contractual and business relations with other people, 
principally competitors of the factory and its finance company. In a 
recent striking example of this false theory of perpetual ownership, the 
leading officials of General Motors and Ford condemned as “boot- 
legging,” the perfectly legal and necessary action of dealers in trans- 
ferring cars which had been loaded on them in great numbers by the big 
companies despite adverse selling conditions. These merchandising 
methods constitute a system of control and regulation of numerous small 
private businesses on a nationwide scale, which would be far in excess 
of the constitutional powers of the Government itself and which, if ap- 
plied to the big automobile companies, would be rightfully resisted by 
them with rebellious indignation. 

Those concerned about abuses in automobile financing, especially in 
dealers’ participation, should turn their serious attention to those coercive 
merchandising schemes in their entirety. When these schemes receive 
the sincere, effective attention of the public authorities, then the abuses 
referred to in the Indiana Law Journal note will vanish. 





33. United States v. General Motors, 121 F.2d 376, 401, 402 (7th Cir. 1941). 
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Tue Bertrer Business Bureau, Inc., 
Indianapolis, April 30, 1959 
Re GMAC. 
Senator Estes KEFAvuver, 
Chairman, Subcommittee on Antitrust and Monopoly of the Committee on the 
Judiciary, Senate Office Building, Washington, D.C. 


There has been considerable delay in replying to your request which was 
conveyed to us by Mr. Allan E. Backman, executive vice president, Nationa] 
Better Business Bureau, Inc., New York City; therefore, in the interest of avoid. 
ing further unnecessary delay, we are sending our response directly to you witha 
copy to Mr. Backman. 

lease permit me, in presenting our statement, to speak first in a general way 
on the subject currently under consideration by your subcommittee, for the 
position of this bureau thus expressed would then apply to the specific caption 
reference. 

The position of the Better Business Bureau, Inc., of Indianapolis, Ind., is clearly 
expressed in a brief of that organization which was filed in Marion superior court 
cause No. B77785, room No. 5, the case of Paul L. Holt, d/b/a Holt Nash Company, 
Arthur H. Moore, d/b/a Moore Motor Sales, Plaintiffs, each on behalf of himself 
and all others similarly situated, Universal C.I1.T. Credit Corporation, Intervenor. 
Plaintiff, v. The Department of Financial Institutions et al., Defendants. 

This brief was filed amicus curiae. The current position of this bureau is 
exactly the same now, and in view of this, we are happy to furnish your sub. 
committee a copy of this document. (See enclosure.) 

This bureau was aware of, and was genuinely interested in, but did not actively 
participate in favor of or in opposition to, certain legislation proposed by Senator 
Earl M. Utterback at the last session of our general assembly in January and 
February of 1959. This procedure, of no active participation in legislative 
matters of this kind, is consistent with Better Business Bureau policy, because 
its activities are designed to promote voluntary self-regulation on the part of 
business, thus minimizing the need for positive law. 

The investigation which was conducted in the State of Indiana, and which re- 
sulted in the recent legislation proposed to our general assembly by Senator 
Utterback, was instigated by the Department of Financial Institutions, State of 
Indiana. We did not participate in the investigation, nor did we encourage it. 
We have not failed to observe, however, some rather revealing and quite significant 
information which was disclosed as a result of that investigation. It is not al- 
together surprising to us, because we already were aware of its existence, in spite 
of the fact that both consumer complaints and complaints of competition were 
conspicuous by their absence from our case files. 

With further and specific reference to the captioned firm, our files contain very 
few consumer complaints making specific reference to GMAC. All such com- 

laints were referred by us to the Department of Financial Institutions, State of 
ndiana. What final disposition was made of those complaints was not reported 
to us in any instance. 
Respectfully yours, 
Dwicut SHERBURNE, General Manager. 


IN THE MARION SUPERIOR COURT 
Cause No. B77785, Room No. 5 


STATE OF INDIANA, 
County of Marion, ss: 


Pau L. Hout, d/b/a Hott Nasn Company, ArtHUR H. Moors, d/b/a Moors 
Moror SALes, PLAINTIFFS, each on behalf of himself and all others similarly 
situated, Universat C.I.T. Crepir GorPORATION, INTERVENOR-PLAINTIFF, 


v. 
THE DEPARTMENT OF FINANCIAL INSTITUTIONS ET AL., DEFENDANTS 


Brier OF THE Berttrer Business BuREAU, INC., OF INDIANAPOLIS, INDIANA, 
Amicus CURIAE 


The Better Business Bureau, Inc., of Indianapolis, Indiana, is a non-profit 
corporation formed and conducted to promote business integrity and public 
confidence in advertising, selling and all other phases of business; to combat 


a Trp oT eet 


ma e244 © @ Ws 


— 


a aa ee 








1959, 


on the 


ich was 
National 
f avoid. 
1 With a 


ral way 
for the 
caption 


3 clearly 
rT court, 
om pany, 

himself 
lervenor- 


ureau is 
Dur sub- 


actively 
Senator 
ary and 
gislative 
because 
part of 


yhich re- 
Senator 
State of 
urage it, 
ynificant 
3 not al- 
in spite 
ion were 


ain very 
ch com- 
State of 
reported 


nager. 


. Moore 
similarly 
LAINTIFF, 


NTS 


INDIANA, 


on-profit 
d_ public 
» combat 


| 


AUTO FINANCING LEGISLATION 571 


unfair, misleading and deceptive practices where there is a public interest involved. 
The Better Business Bureau is of the opinion that it would be contrary to the 
pest interests of the public for the plaintiffs in the above entitled cause of action 
to prevail in their suit which seeks to have Section 10 of the Indiana Retail 
Installment Sales Act declared unconstitutional. The Bureau would therefore 
submit the following brief in support of the position of the defendants that Section 
10 of the Act in question and the Regulation made pursuant thereto are valid 
both as a legislative enactment and an administrative regulation. o 

It appears that the chief party in interest seeking to have the statutory provision 

in question declared unconstitutional is the intervenor-plaintiff Universal C.1.T. 
Credit Corporation. The evidence disclosed that this plaintiff corporation has 
been handling a sizable percentage of the automobile finance paper being sold in 
the State of Indiana at the present time. According to the testimony, Universal 
C.1.T. Credit Corporation has been handling approximately 25 million dollars a 
year out of a total volume of 100 million dollars. 
" It should be noted that the plaintiff-intervenor has the right under the Indiana 
Retail Installment Sales Act to petition the Department of Financial Institutions 
to set a higher amount than the maximum figures now designated which licensee 
finance companies can pay back to dealers in the form of rebates. If the plaintiff- 
intervenor were not satisfied with the decision of the Department in this regard, 
the Statute provides for an appeal to the courts. No such request has been made 
either to the Department or the courts. 

It must be kept in mind that the plaintiff has admitted the legal right of the 
State to regulate the finance charge which is to be paid by the purchaser of an 
automobile. Plaintiff, however, questions the power of the State to regulate 
the amount of rebate to be paid to the automobile dealer by the licensee finance 
company out of the finance charge. It is the plaintiff’s contention that so long 
as the charge is regulated as to the maximum that can be charged, the public has 
no interest in how the proceeds are shared or divided. The Better Business 
Bureau cannot agree with this contention. 

The Better Business Bureau movement has long been concerned over dealer 
participation sometimes known as a “‘pack’’ in installment sales contracts and 
feels that the public has a very definite interest in the matter. One of the fact 
booklets published by the Bureaus to educate the public is entitled ‘‘The Pack in 
Some Automobile Time Payment Contracts’’. his booklet reads in part as 
follows: 

“When automobiles, new or used, are sold on time payments, the resulting time 
payment contracts are usually sold by dealers to finance companies, banks, and 
similar financial institutions. These agencies, in the main, have established fair 
and uniform rates for their services. They are important to the distributing end 
of the automotive industry, which has brought immeasurable benefits to the 
public. In the conduct of their businesses these financing agencies have been 
conscious of their responsibility for fair play with the public and have rightly 
earned the public’s respect and confidence. 

“Unfortunately, the over-all picture is clouded by a small group of dealers and 
financing agencies, whose ideas of public responsibility and fair play have been 
distorted through participation in a scheme which is against the publie interest. 
This scheme capitalizes on public ignorance of the cost of buying automobiles 
on installment payments. For its success, it depends upon keeping the facts from 
the buyer. The purpose of this pamphlet is to throw the spotlight of facts on this 
evii—to inform and educate the buying public on how to avoid it. 

“(1) Between them, some dealers and financing agencies—there are not 
many but enough to be a menace—plan to make the finance charge as high 
as the uninformed and unsuspecting customer will stand. They charge all 
the traffic will bear. 

“(2) A high charge having been put over on the purchaser, some financing 
agencies when they buy the contracts from the dealer deduct their standard 
or regular charge (sometimes called discount) and return the balance, over 
and above the legitimate reserve, to the dealer. This overage is called a 
‘pack’. 

“* * * Time payment contracts and charges are often confused with loans 
and interest. Legally they are very different. A finance charge is not interest. 
It is the difference between the cash price and the time price. With a few 
exceptions, it is not regulated by law. Each financing agency determines its 
own rates for its services, and competition for the dealer’s business is keen. 

“A few states have passed legislation regulating rates. Some states have passed 
legislation requiring the disclosure in installment contracts, of certain facts. 

uch legislation varies among different states * * *.”’ 
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Probably because of the fact that installment contracts have been regulated by 
law in Indiana since 1935, this matter of dealer participation or “pack” has not 
been the problem to the Indianapolis Better Business Bureau that it has been to 
Bureaus in some of the other states. 

The Bureau believes that the powers of the Department of Financial Institu- 
tions to fix the maximum finance charge and to regulate dealer participation are 
inseparably connected. The Retail Installment Sales Act originally designated 
as chapter 231 of the Acts of 1935 contains the following statement in its title: 

“An Act to license and regulate and to promote competition in the business of 
purchasing contracts arising out of retail installment sales.’’ 

Section 26 of the Act reads in part as follows: 

“The Department in determining the fair maximum finance charge which may 
be contracted for in any retail installment contracts or in any retail installment 
contracts of any classes which may have been established by it, shall take into 
consideration the availability of credit facilities to individuals who do not have the 
security generally required by commercial banks and the finance charge which wil] 
be necessary in order to induce sufficient amounts of efficiently operated com. 
mercial capital to enter into the business of making and purchasing retail install- 
ment contracts. The department snall fix charges sufficient to provide adequate 
credit facilities for retail installment sales.” 

Therefore it appears that the Department of Financial Institutions has been given 
the responsibility of seeing to it that there is a sufficient amount of commercial 
capital available to meet economic needs through the method of setting a finance 
charge, fair and reasonable enough to make for competition in the field and eon. 
sequently adequate capital. The Department can hardly decide on a fair finance 
charge without some control over the amount of rebate which finance companies 
can pay back to dealers. If too large a percentage of the finance charge is paid 
back to dealers, the amount remaining to licensee finance companies may not be 
sufficient to induce many of them to stay in the field or to attract the additional 
capital that may be needed. Another alternative is that licensee finance com- 
panies will demand that the maximum finance charge be increased so that a 
greater amount will be available to pay increased dealer rebates, meet operating 
expenses and provide a profit. 

A reasonable rebate or dealer participation no doubt has some economic justi- 
fication since automobile dealers do perform certain functions in installment sales 
such as drawing up the conditional sales contract, investigating credit, ete. The 
Indiana General Assembly recognized this and in section 10 of the statute in 
question provided for a rebate to the dealers subject to being controlled as to the 
amount paid by the Department of Financial Institutions. 

However, it is recognized that rebates are also paid to automobile dealers not 
because of any service they perform but because competition among finance 
companies for business makes it necessary for ‘‘iem to do so. A committee 
appointed by the Legislature of New York in a report submitted March 30, 
1949, entitled Legislative Document No. 63 ‘‘Report of the Joint Legislative 
Committee on Installment Financing’ stated on page 28: 

“It is clear from the analysis of dealer participation in finance charges where 
the dealer sells the contract to a financing agency, that the portion of the finance 
charge paid over to the dealer by the financing agency is not a proper element 
of the cost of the credit extended, but simply represents a hidden addition \o 
the price of the merchandise. While it is recognized that the dealer’s participa- 
tion in the mechanics of an installment sales transaction consummated through 
a financing agency may warrant some reasonable additional payment to him 
other than the actual price of the goods, analysis of existing practices indicates 
that the extent of his participation in the finance charge is not an accurate 
reflection of his contribution to the extension of the credit facilities, but represents 
a return to him far in excess of what would be warranted by a realistic analysis 
of his contribution to the credit mechanism.”’ 

When the rebate to the dealer far exceeds the amount that can be justified 
economically on the basis of service rendered by the dealer, this excess is 4 
“‘pack’’ or hidden charge. It can scarcely be said that the public has no interest 
in this hidden charge since in the final analysis it must bear the cost. 

This is particularly true when consideration is given to the fact that under 
section 10 of the Act, the Department’s power to regulate dealer participation 
is possibly a potent factor in preventing the elimination of competition and the 
establishment of monopoly conditions. It has already been stated that one of 
the purposes of the Retail Installment Sales Act is to promote competition in 
the finance field. If the Department is denied this power to regulate dealer 
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rebate, the intervenor-plaintiff, which already handles a sizable percentage of 
the automobile installment sales business in Indiana, together with other of the 
larger finance companies would be in a position to eliminate a substantial share 
of competition. The evidence disclosed that at the present time finance charges 
are not at the maximum figure allowed by law because of competition. In 
view of this can it be said that the public has no interest in a provision of the 
Act which one can reasonably conclude helps to promote competition? 

Mention might be briefly made also of the efforts, legislative and judicial, of 
both State and Federal Governments to prevent monopoly and encourage compe- 
tition. These efforts have been made because it has long been recognized that 
competition makes for many benefits while monopoly power is or may be a 
menace to the public interest. 

It is an established concept that the legislature is primarily the judge of the 
necessity of a law and that every possible presumption in favor of its validity 
should be weighed by the courts. It has been held that even though the court may 
have views inconsistent with the wisdom of a law, it may not be annulled unless 
palpably in excess of legislative power. In this case in question the Indiana 
General Assembly has decided there was need to regulate the amount of rebate 
that could be paid automobile dealers and has given the power to do so to the 
Department of Financial Institutions. It cannot be said that this is not a 
reasonable exercise of legislative authority. 

In support of the proposition that section 10 of the Retail Installment Sales Act 
is a proper exercise of the police power in the public interest, we respectfully refer 
the court to Neblia v. New York ((1934) 291 U.S. 502, 548. Ct. R. 505), and Veiz 
y. Sizth Ward Building and Loan Association ((1940) 310 U.S. 32, 84 L. Ed. 1061). 
The latter case indicates that the authority of the State to regulate contracts in 
the public interest is not limited to contracts affecting health, safety and morals, 
but also extends to economic matters. We would also refer the court to two 
Indiana cases— Albert v. Milk Control Board of Indiana ((1936) 210 Ind. 283), 
upholding the State’s authority to regulate the milk industry in the public inter- 
ests, and Financial Aid Corporation v. Wallace ((1939) 216 Ind. 114), upholding 
the Indiana Small Loans Act (Burns Indiana Statutes Annotated, secs. 18-3001— 
18-3005). In Lilly et al. v. Commissioner of Internal Revenue ((1951) 188F (2d) 
269), the Fourth Circuit Court of Appeals held that kickbacks by which taxpayer 
optical company agreed to pay oculist one-third of the retail price of eyeglasses 
purchased by patients sent to them by the oculist corrupted the fiduciary relation- 
ship between physicians and patients and resulted in violation of the duty of 
loyalty and were opposed to public policy and were not deductable as “ordinary 
and necessary’’ business expenses by the taxpayer. Perhaps not quite the same 
relationship exists between an automobile dealer and a customer as exists between 
a physician and a patient. However it would seem that the dealer owes his cus- 
tomer some obligation to see that he gets a fair deal. If rebates were not subject 
to regulation as to the amount which could be paid, so that the dealer would stand 
a greater charce of gain by suggesting that the customer finance his car through 
one finance company rather than another, there might well be the temptation to 
recommend the company paying the larger rebate even though the company 
recommended did not offer the best proposition from the customer’s standpoint. 

Since section 10 of the Retail Installment Sales Act can be sustained on several 
theories as a reasonable and valid exercise of legislative authority to promote the 
public interest, we urge the court to deny plaintiff’s request for an injunction. 

Respectfully submitted. 

J. T. Apkins, 
Attorney for Better Business Bureau, Inc., of Indianapolis, Indiana. 


MATERIAL SUBMITTED BY HAROLD GRINDLE 
[From the Milwaukee Journal, Sept. 15, 1957] 


HIT INSURANCE HANDLING OF CAR REPAIR CLAIMS—-OWNERS HAVE RIGHT TO TAKE 
AUTO TO ANY GARAGE, STATE SAYS; INEQUITIES SCORED 


(By Frank Sinclair, of the Journal staff) 


Too many Wisconsin owners of autos damaged in collisions are ending up with 
cars still in need of repairs after being worked on by garages selected by some 
insurance companies, the State insurance department said Saturday. 

It so informed the Wisconsin Automotive Trades Association (WATA) in 
advising that it will notify underwriters that insured owners have the right to 
take damaged vehicles to any garage they choose and get them properly repaired. 
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The department also announced for guidance of owners that insurance com. 
panies are obligated to pay for complete jobs, provided that repair bills are 
reasonable. It said that if an insurance firm refuses to pay, contending that g 
bill is too high, the car owner may sue and need prove only that the repairs were 
necessary and the costs fair. 


CALLED UNJUSTIFIED METHOD 


The situation was called to the attention of the department last November 
when Louis Milan, Madison, executive vice president of the WATA, and L, | 
Rieselbach, Milwaukee, its counsel, reported to Paul J. Rogan, Madison, State 
insurance commissioner, that an ‘‘unjustified method of handling repair claims 
had developed among some insurance firms operating in Wisconsin.” The 
WATA asserted that certain companies diverted damaged cars without the 
owner’s consent to company selected shops where they got especially low prices 

The WATA held that owners had the right to get cars fixed where they pleased 
underwriters must pay all reasonable bills and the public and companies should 
be so informed. It told Rogan that many auto dealers complained that adjusters 
diverted repairs by ‘‘deliberately or inadvertently misleading owners into believing 
that they could not name their own garage.’’ It said, however, that “the better 
companies seldom dictate the garage to be used.’’ 


SOME INDEMNITIES INADEQUATE 


Rogan assigned Alvin L. Woodmansee, law examiner, to investigate. Last 
week, Woodmansee wrote Milan that he had found “increasing inequities jp 
settlement of automobile damage claims.’”’ He said “it was evident that a sub. 
stantial percentage of claimants fail to secure adequate indemnities from their 
insurance companies,’’ due to misunderstanding or lack of information on their 
rights. 

Woodmansee now has been instructed by Rogan to report the findings to under. 
writers, telling them that the conditions arise out of widespread misunderstanding 
or lack of information by motorists, and stating that the insurance industry is 
largely responsible. 

In some cases car owners are required by the insurance company to get two or 
three repair estimates, Woodmansee said. These usually are fairly close. Then 
the company gets an estimate of another garage appraiser. This estimate, 
Woodmansee said, ‘‘is invariably substantially lower than those secured by the 
owner, sometimes amounting to only a fraction of the next lowest estimate, and 
the company refuses to pay anything higher.’’ 


CAN’T SUE EITHER 


It would appear, Woodmansee observed, that ‘‘to any reasonable man the 
company estimate, in view of the other estimates, is probably too low to allow 
for a satisfactory repair job. Naturally, the insured would rather go to a shop in 
which he has confidence and would, except that he knows he will be subject to 
additional expense out of his own pocket if he does, and is given to believe that 
the company considers the other estimates exorbitant.” 

So, Woodmansee said, the owner turns his car over to the company-chosen 
garage against his better judgment. Then he finds that the garage will not start 
work without authority of the company, which will not give the go-ahead until 
the owner signs an unconditional release in its favor. 

Woodmansee said that in too many cases, because of the especially low estimate, 
“some items of repair are omitted, the work is done hastily and damaged parts 
are haphazardly restored.” 

He pointed out that when the owner kicks to the garage, he’s told that he got not 
only an adequate repair job, but all he had coming under the estimate. When 
he complains to the underwriter, he’s told that he relinquished it from any further 
obligation when he signed the release. He can’t sue the garage since the insurance 
company, not he, made the deal for repairs. He can’t sue the company because 
of the release. 

POSTERS TO BE PREPARED 


Milan announced that the WATA will advise its members to tell customers of 
these rights. The Milwaukee County Automobile Dealers’ Association will 
prepare posters for display in repair departments outlining the rights of owners to 
get repairs done where they desire, said Theodore C. Larson, executive secretary. 
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County association members also have bought more than 25,000 copies of a 

mphlet advising patrons not to be pressured into having work done in a shop 
selected by an insurance company simply because of a lower price. __ 

Some underwriters, Milan said, also demand discounts of 10 to 15 percent on 

arts used in repairs. That was confirmed by car dealers and independent shops. 

he better business bureau said it had such complaints, but they were not within 
the scope of things it investigates. Two motorists informed the Milwaukee Journal 
that they had run into discounts. . 

Woodmansee said the insurance department. was aware that discounting 
existed, was checking into the extent of its jurisdiction over the practice, and would 
investigate if it was within its province. Otherwise, if it feels that a probe is 
warranted, it will refer the matter to the proper State department. 

Harry Sloat, Milwaukee, president of the Wisconsin Independent Garage 
Operators’ Association, reported that discounting was discussed at an association 
meeting last week, and there is a feeling among its leaders that curbing legislation 
might be desirable. | 

The WATA yearbook’s legal guide, noting that questions have been raised on 
discounting states that Wisconsin has a statute that prohibits unfair discrimination 
in the sale of any commodity. 


RESOLUTE INSURANCE Co., 
Hartford, Conn. 


TAKE A Criticat Look at Your Loss ADJUSTMENTS 


To All Producers: 

Are you getting three competitive estimates? This is of vital importance. 
Our records indicate that producers save in excess of $1 million annually if they 
consistently secure three bids on every loss (does not apply if you own and operate 
your own body shop). Use the crash book to double check the lowest of the three 
bids. 

Did you or your adjuster actually inspect the damaged vehicle? 

Does the damage check with the insured’s statement? 

Are you certain the damage is the result of one accident and not two or three 
different ones? 

If a tow bill is involved, did you get the repairer to absorb it for the repair job? 

Did you get a 25 percent discount on new parts? (Did you check the hourly 
labor rate you were charged?) 

Did you take depreciation on depreciable parts? 

Did you insist on used parts on a used car? 

Have you an agreement with a local glass company to replace automobile glass 
at a 40 percent or more discount? Have you made the same kind of a deal with 
a tire company, a radiator repair shop, a rechroming outfit, and an upholsterer? 

Will you get a replacement vehicle at a substantial discount for cash in the 
event of a total loss? (Never pay more than $100 over dealer cost for a new car 
replacement. Examine the dealer’s invoice. Use the guidebook showing cost 
of all vehicles.) 

How about salvage? Did you get top dollar? (3 estimates)? 

Does your attorney procrastinate on subrogation, or is he watching out for 
your interest aggressively (reduces loss ratios)? 

In the adjustment of losses, does your adjuster recommend cancellation of loss 
repeaters? Are your credit manager and cashier alerted to watch for and cancel 
poor insurance risks? 

Taking all these factors into consideration, do you honestly feel your losses 
are being adjusted properly? If not, why not? It’s your money. 

Very truly yours, 





ALLEN C, Warp, Vice President. 
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Morors INSURANCE CoRP. 
GENERAL EXCHANGE INSURANCE CoRP. 


INTERORGANIZATION LETTERS ONLY 








APRIL 3, 1956, 
To: Chattanooga branch employees and adjusters, Chattanooga territory, 
From: R. O. Steele, Jr., Chattanooga branch. 

Subject: Losses repaired by independent garages. 

G MAC has requested that we allow them to inspect all cars involving insurang. 
claims which are repaired by independent garages. 
On all future claims, please requisition the payment to show GMAC, the | 
insured, and the independent repairer. 

MANAGER, 


Motors INSURANCE Corp,, 
May 11, 1966, 
Cram BuLuetin No. 3 
To: All adjusters. 
From: C. A. Lewis. 
Subject: Repairs in independent shops in the Chattanooga area. 

Effective immediately, all repair work in independent repair shops in the 
Chattanooga area will be handled on the basis of leaving a 760 card. Also, if 
you have any reservations about the type of repairs the shop turns out, we yill 
expect you to reinspect the repair job with the insured to be certain he has re. 
ceived a satisfactory repair job before we pay the repairer. 

It will not be necessary for the lienholder to inspect the repair job. You should 
get in touch with your supervisor for further instructions. 

CuLaim MANAGER. 


CoMPLAINT OF INDEPENDENT GARAGE OWNERS OF TENNESSEE, CHATTANOOGA 
Unit, AGAINST THE CoLLIsion INSURANCE COMPANIES AND/OR THEIR AGENTs, 
THEIR FINANCE ComMPaANiIEs Dotna BUSINESS IN THE STATE OF TENNESSEE 


The Independent Garage Owners of Tennessee, Chattanooga Unit, would 
respectfully show to The Honorable Hugh Northington, the Insurance Commis. 
sioner of the State of Tennessee, the following: 


I 


That their organization is a duly organized and functioning group consisting 
of seventy-two independent garage owners in the Chattanooga, Tennessee, area, 
with by-laws, officers, and a Board of Directors; that monthly meetings are held 
on the fourth Tuesday of each month; that the purpose of this organization is 
to promote the interest and welfare of its members among themselves and their 
relationships with the public in general; and that this organization has been in 
continuous existence for a period of more than one year. 


II 


That the Independent Garage Owners not only in the Chattanooga area but 
elsewhere are becoming alarmed over certain practices being carried on by the 
collision insurance companies in collaboration with their respective finance 
companies doing business in the State of Tennessee. That these improper 
practices not only favor the large business enterprises to the exclusion of the 
small independent garage owners, but are also against public interests in that 
they are against the interests of the policyholder as well as the public in general. 
That if these highly improper practices do not cease, the Independent Garage 
Owners will be forced to go out of business and the public interests will be severely 
impaired by such action. 

III 


This organization at this time says that the following insurance companies 
and/or their agents or affiliate finance companies are improperly conducting their 
business in the State of Tennessee: 3 
Calvert’s Fire Insurance Company and its agent, Commercial Credit Corporation. | 
Service Fire Insurance Company and its agent, Universal C.I.T. 
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Motors Insurance Company and its agent, General Motors Acceptance Corpo- 
ration. 

Delta Insurance Company and its agent, Manufacturers Acceptance Corporation. 

Emmco Insurance Company and its agent, Associates Discount. 

Interstate Finance Company (Noone & Noone, Adjusters). 

Southern Acceptance (¢ orporation. 

Motor Contract Corporation. 

State Farm Mutual Insurance Company. 


IV 


This organization says that these companies and/or their agents have unduly, 
by coercion or otherwise, influenced or ordered their policyholders to take their 
repair jobs from the Independent Garage Owners to new-car dealers or to other 
places against the express desire and wishes of these policyholders even though 
the Independent Garage Owner has bid lower than the place designated by these 
companies. In the support of these claims your organization has attached hereto 
certain affidavits and instances from policyholders of certain collision insurance 
companies and/or their agents conducting business in the State of Tennessee, and 
for further proof of improper instances we have herewith certain Independent 
Garage Owners who are personally familiar with such improper practices. 

The Independent Garage Owners of Tennessee, Chattanooga Unit, is now re- 
questing the Insurance Commissioner for the State of Tennessee, to investigate 
these conditions and practices now being carried on by the collision insurance 
companies and/or their agents in regard to their improper influences, coercions, 
and orders upon their policyholders to the detriment of the Individual Garage 
Owners and against the public interests, and the improper handling of claims 
wherein Independent Garage Owners are involved in regard to delaying payment 
of such claims for long periods of time. 

Respectfully submitted. 

INDEPENDENT GARAGE OWNERS OF TENNESSEE, 
CHATTANOOGA UNIT. 
By LuTHER TuRNER, Jr., President. 





OcTOBER 16, 1956. 
Hon. ArcH NORTHINGTON, 


Commissioner of Insurance, 
State of Tennessee. 


Dear Sir: Enclosed you will find the original complaint filed against several 
insurance companies and/or their agents. Also the original sworn documents 
from several policyholders enclosed. 

Iam sorry it has taken so long but we are small businessmen and just can’t afford 
to leave our business as much as we would like. Our organization does not have 
any paid emplovees so it is up to the elected officers to do the job until our resources 
permit us to hire a full-time paid secretary. Our State association is growing 
rapidly. 

It is regrettable to say that our problem which we discussed still exists, but we 
have the confidence in your office that something will be done. 

On the advice of our attorney, we are going to await the outcome of your 
investigation before we file a complaint with the proper Federal authorities. 

Trusting this meets with your approval, we remain, 

Yours truly, 
INDEPENDENT GARAGE OWNERS 
or TENNESSEE. 
LUTHER TURNER, Jr., President. 
CHATTANOOGA, TENN. 
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Tomic Auto Repair Depot, 
Canton, Ohio, March 25, 1958. 
Re John G. Miller Insurance Agency, 614 12th Street NW., Canton, Ohio; Attop. 
ney Don Miller (adjuster), 803 Second National Building, Akron, Ohio. 


Arthur R. Porter, Sr. (customer) 829 Walnut Avenue NE., Canton, Ohio,’ | 


Subject: Request of investigation of insurance complaint. 


Mr. Haroup GRINDLE, 
IGO, Executive Director, Toledo, Ohio. 


GENTLEMEN: The John G. Miller Insurance Agency sent George’s Service 
Eighth and Belden NE., to the residence of my customer Arthur Porter, Sr., to 
make an estimate. 

Mr. Porter brought the car to my place of business, Tomic Auto Repair Depot 
522 Dewalt Ave. NW., for an estimate. My estimate was $424.95. George's 
Service was $368. With a difference of $56.95 in the estimates Mr. Porter stated 
he would rather have the car fixed at my place of business, and if necessary, he 
would pay the difference. This he also told the insurance company 

The insurance company took the liberty of sending George’s Service to pick up 
Mr. Porter’s car, at which time he refused to give it to them. Reasons was that 
his uncle had George’s repair his car and it was very unsatisfactory work, and 
Porter knowing his bad reputation in this field of business. 

However, the insurance company offered cash settlement of $275 (a big differ. 
ence of $93 in reference to the lowest estimated allowed) and stated they would 
offer no more for buying used parts. In urgent demand of the car and wishing 
no attorney complications, Mr. Porter signed the release and accepted the money, 

I have tried the whole of Stark County and no one had any used front end parts 
for a 1953 Buick special. No consideration was extended for the much time | 
had spent in trying to locate these used parts from the junkyards. 

Incidently, there were parts installed that were not figured in the estimate, for 
they were discovered after the job was taken apart. Also, all the replaced parts 
are new. Presently, the damaged bumper assembly is still on the car. 

Sincerely, 
STEPHEN P. Tomic. 


INDEPENDENT GARAGE OwNERS oF Ouro, INc., 
Youngstown Unit, February 18, 1958. 
HaRo.p GRINDLE, 
Toledo, Ohio. 


Dear Haro.p: I am enclosing three photostats, estimates of repair cost and 
a complaint for the State Commissioner. 

Here is the story: 

Mr. Edwin Kowalewski went to Hoffmann Auto Body Shop for an estimate 
which is $169.36. Mr. Hoffmann then told him to get another estimate, so he 
went to Donnell, the Ford dealer and his estimate was $170.55. Then Mr. 
Kowalewski took the two estimates to the Progressive Mutual Insurance Co., 
2311 South Avenue, phone Riverside 4—5009. The adjuster, Mr. Burgess told 
him it was too much and told him to go to the Boardman Auto Service, which he 
did and got their estimate of $173.91, back to the adjuster again and Mr. Burgess 
said all his company would pay was $148.50; you can see the figure he put down 
on the Boardman estimate. He also told him he would have to go someplace 
on Mahoning Avenue. Mr. Kowalewski sore about getting so many estimates, 
took his car to Hoffmann’s Auto Body Shop and told him to repair the car. Please 
advise if I should have the customer sue this company in the event they won't 
pay the $169.36. These estimates are about as close as any I ever have seen 
and the one the company sent Mr. Kowalewski to, was the highest, $173.91. 

Yours truly, 
F. B. Smitu, Executive Secretary. 
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[Penciled notation at top of letter] 


Haron: This is the followup of the ———states deal. This is the final letter. 
We'll see what happens now. 
FRANK. 


FEBRUARY 22, 1958. 
Re Claim No. 8X12087, Mr. Edwin Kowalewski, Policy No. 542751. 


MANAGER, ProGrEsSIVE Mutua INSURANCE Co., 
Youngstown, Ohio. 

Dear Mr. VAN Kteck: Mr. Edwin Kowalewski turned over to Mr. Hoffmann 
the letter and release from your adjuster, Mr. Burgess, and now in my possession, 
in which he has asked a settlement of $148.36 less $50 deductible or $98.36. This 
is $21 less than Mr. Hoffman’s bid of $169.36, the lowest of three bids which I have 
listed below. I talked to you over the phone last week about this claim and in 
order to settlet his Mr. Hoffmann’s check must be $119.36. His bid $169.36 less 
the $50 deductible. Unless this is settled quickly there is nothing for me to do but 
turn this over to our legal department. I hope this will not be necessary. 

I remain, 

Yours truly, 
F. B. Smiru, Executive Secretary. 


OD FOGG TOON i. aks cncmnntensdnmens " ______ $169. 36 
L. F. Donnell. ...-.- fe aoe a te ee ee ee ee 170, 55 
Boardman Auto Service - --~---- pay > “Sera e See ee ASS OT ee 


SEPTEMBER 10, 1956. 
To Whom It May Concern: 

My name is Frank H. Woodyard. I live at Rising Fawn, Ga. I am the owner 
of a 1956 Chevrolet and on the 25th day of February 1956 my buddy wrecked 
my ear, at which time Turners Bros. of Chattanooga, Tenn., towed it in. 

T reported it the morning that it was wrecked to the insurance company (Motors 
Insurance Corp.). 

The insurance company and Hailey Chevrolet Co., suggested that I move my 
car from Turners Bros. to Hailey’s Chevrolet so that it would be closer to the 
insurance company and they could make an adjustment quicker. (It took 3 
weeks to get an adjustment.) 

I told the insurance company that I wanted Highland Park Garage to fix my 
car. And they tried to get me to let Hailey’s fix it. 

The insurance company said if Hailey’s fixed the car they would guarantee 
the repairs and if anything happened to the car like a bad axle or transmission 
they would stand behind it, but if Highland Park fixed the car they would not 
stand behind it, if something happened to it that might have been caused from 
the wreck, that would be up to me and Highland Park to get it fixed. 

And about 60 days after the car was repaired I had to put a rear axle and bearing 
inmy car. It had started to make a noise about 2 weeks before I put the axle in. 

The repair bill on this wreck amounted to approximately $1,450. 

Frank H. Woopyarp. 

Witness: 

MarrTHa HaAIseEt. 
F. E. Witson, Notary Public. 
My commission expires July 14, 1959. 


SEPTEMBER 10, 1956. 
To Whom It May Concern: 


My name is Richard R. Stewart. I am the owner of a 1951 Chevrolet two-door. 
I wrecked my car in the summer of 1954 and I had my car pulled to Turner’s 
Garage in Chattanooga, Tenn. The car was financed at Commercial Credit 
Corporation and insured by their insurer Calverts Fire Insurance Co. The 
adjuster tried to get me to move my car to Rice Bros., a Chrysler dealer, for re- 
pairs but I chose to leave it at Turner’s Garage. I wanted new parts on my car 
and they (adjuster) would not get together with repairman and myself so he 
went to see my stepfather in whose name the insurance policy was. He told my 
stepfather that Turner and myself and he (the adjuster) had gotten together 
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which was a falsehood to say the least. I do not appreciate the manner in which 
the adjuster dealt with me. 
RicuarpD R. Srewarr, 
Witness: 
Davip N. Evans, 
H. E. Wiuson, Notary Public. 


Avucust 20, 1956, 
To Whom It May Concern: 
My name is Samuel 8. York, owner of a 1955 Ford Fairlane four-door. Myson 
wrecked my above described car on June 29, 1956, on U.S. Highway 11 south of 
Chattanooga, Tenn. 
I reported this loss to Associates Discount Co. and Emmco Insurance Co 
Again Emmco Insurance Co. tried to force me to move my car to Bert Brown 
Motors, Ford dealers, for repairs. 
I told them as before, I received good repairs at Turner’s Garage and desired 
my car to be repaired there so they again left it at Turner’s against their wishes, 
I was 13 days behind on my note at Associates at the time of the wreck. I went 
in 2 weeks later to pay my note and Associates refused to authorize repairs to my 
car unless I paid that payment and the payment coming due the following week 
which I refused to do because it wasn’t due. They sold my car on the 27th of 
July to Turner’s Garage for $452 without even letting me know. I wanted to 
keep my car, and when I went to Turner’s Garage, Mr. Turner had already bought 
my car and resold it to a man in Florida. 
(Signed) Samuet S. York. 

Witness: 

RAYMOND PREsTOoN, 
My commission expires July 14, 1959. 

H. E. Wison. 

SEPTEMBER 3, 1956. 

To Whom It May Concern: 


My name is Samuel S. York, I am the owner of one 1955 Ford Fairlane four-door, 
on wrecked my car on March 5, 1956, on Highway 58 north of Chattanooga, 
enn. 
I reported this loss to Associates Discount and Emmco Insurance Co. on that 
date. I was influenced or high-pressured, but to no avail, to take my car to Bert 
Brown Motors for repairs. I told the insurance company I wanted my ear re- 
paired at Turner’s Bros. Garage and when the insurance company saw that I 
would not move my car, they finally left it at Turner’s Garage against their 
wishes. 
SaMvuE. S. York. 

Witness: 

RAYMOND PREsTON. 


H. E. Wiutson. 


My commission expires July 14, 1959. 


JANUARY 30, 1957. 
To Whom It May Concern: 


My name is Clarence E. Clinton; I live at 2199 Dorris Street, in the city of 
Chattanooga, Tenn. 

I am the owner of one 1956 Ford four-door Fairlane Ford. 

My father was driving my car the weekend of the 27th of January 1957. He 
(my father) had parked my car and was away from the car when it was struck 
by a hit-and-run vehicle. 

I posted the loss to my insurance carrier (Roy B. Slagle Co.), who in tur 
referred me to the Gay & Taylor Co., adjusters for the Slagle Agency. 

The adjuster, a Mr. Kelley, informed me to get two estimates on the damages 
to my car, which I did. 

Mr. Turner, of Turner’s Garage, and Mr. Clarence Gledhill, of Gledhill Paint & 
Body Shop, made the two estimates. On Mr. Kelley’s advice, I returned the 
estimates to him and, upon doing so, he requested that I take my car to Furlow- 
Cate’s, a Ford dealer, for an estimate and to have my repair work completed; and 
I disagreed. 

I have had Mr. Turner do my car repairs in the past 5 years, so I insisted on 
him doing my work. 
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I bought my car new from the Ford agency, and I have not been able to get 
them. to do things that needed to be done upon purchase, one main item being 
that it had a bad steering gear which could have caused a serious accident and 
maybe someone killed from results of same. The steering has a flat spot and 
could hang even now, but the Ford agency (Bert Brown Motors) keeps telling me 
that it will wear off. So after careful consideration, I decided the Ford people 
were not competent enough to do the repair work on my car; that Mr. Turner 
and his men had treated me kindly and done excellent work as far as I knew, so 
| insisted that my car be left at Turner’s Garage. 


(Signed) CuLareNce E. CLintTon, 
Witness: 
J. B. ALLEN. 


Wao 1s CaLverT Fire INsuRANCE Co? 


Calvert Fire Insurance Co. is one of the largest writers of automobile fire and 
theft or comprehensive and collision coverage in the country. This is the only 
class of insurance this company writes. 

Calvert Fire Insurance Co. is a stock company licensed in all 48 States, the 
District of Columbia, and the Dominion of Canada. Calvert has more than 
$60 million in total assets and more than $20 million in capital and surplus as a 
protection for its policyholders. 


Wuat Is Catvert’s Po.ticy ON REPAIRS? 


It is their policy to have all repairs made by the “‘selling’’ dealer (when possible) 
or a dealer handling the same make of cars so that you may be assured of factory 
parts and workmanship. 


Wuo Hanpies CALVERT’s CLAIMS? 


Calvert Fire Insurance Co. handles the adjustment of almost all its claims 
through its own adjusters. Under this plan, Calvert is able to give prompt, 
efficient service and control directly the action of its adjusters, for the benefit of 
its policyholders. In addition, Commercial Credit Corp., through whom you 
financed your motor vehicle, has more than 300 offices in principal cities through- 
out the United States and the Dominion of Canada, and hundreds of repre- 
sentatives located from coast to coast who are ready to assist you and be of service 
wherever you may drive. 

We have tried to anticipate the questions that might occur regarding the 
enclosed policy. We again suggest: that you read it and be sure the coverage 
appearing on the face of the policy is what you wanted. Your insurance policy 
is valuable, so keep it with your other valuable papers. In the meantime, if you 
want any information, please feel free to write us. We assure you that it is a. 
real pleasure to have you as a policyholder. 

Sincerely yours, 
H. L. Van Horn, President. 
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Service Frre InsuraNCcE Co. or NEw YorK 
Service CasuaLtty Co. or New YORK 


New York, N.Y, 


Dear Po.icyHoLvER: We cordially welcome you as a service fire policyholder 
and pledge the kind of interested, friendly treatment for which the Service organj- 
zation is justly famous. 

Your policy is enclosed providing insurance protection on the car you’ve just 
financed with Universal CIT. On the inside fold are pictures of some of the 
many protections afforded by Service Fire. Why not read your policy right now 
before you forget, so you’ll know just what coverages it provides. Please note 
that bodily injury and property damage liability insurance is not included. 

In case of loss or damage to your car—wherever you are—please notify your 
car dealer or a Universal CIT office. Our large staff of trained adjusters wil] 
handle your claim quickly and with the best possible service. To better serve 
you, we attach a combination identification card and claim-reporting list which 
you will want to carry with you. It will give you instantly the address and 
telephone number of the nearest of over 400 claim-reporting service offices. Right 
now—be sure to fill in the identification card with your name and policy number, 
The policy number appears on the face of your policy. 

Cars are so valuable and repair expenses so high today, that having the right 
insurance is mighty important. Your policy has an added or plus value in that 
we arrange, at your direction, to have your repairs made by a factory-approved 
automobile dealer. This insures you getting the best parts and workmanship, 
To be sure of a continuation of this unusual service, you will want to watch your 
policy expiration date and make sure to renew before then, so you will have constant 
insurance protection. 

May you enjoy many happy miles and months of carefree driving. It is a 
pleasure to serve you. 

Sincerely, 
Emit C. CHERVENAK, 
President, 


| 
| 
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_xhe policyholder or the dealer within 48 hours.* 
~ 
More than 95% of all repair jobs handled by our Adjusters were 
nt performed by franchised dealers doing business with Universal c.1.T. 
- It’ is our poizcy to see that dealers are paid very promptly for this 
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do everything in 
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[From Consumer Reports, April 1959] 
THE BApDNEss OF BIGNESS 


HOW MUCH MORE DO CAR BUYERS PAY TODAY AS THE RESULT OF DWINDLING coy. 
PETITION AND OF BUILT-IN OBSOLESCENCE? 


Early in February it became known that the U.S. Department of Justice haq 
called for a grand jury investigation of General Motors Corp. as a beginning ste 
toward an antitrust indictment. Although it is taken for granted that what the 
Government has in mind is a civil action against GM, the criminal indictment that 
a grand jury would return is sought in order to give antitrust probers access to 
the company’s files and the ability to compel the production of documents. Ag 
one antitrust investigator, quoted by Business Week, put it: “General Motors 
won’t give us the time of day without a grand jury.” 

It will be a long time, perhaps years, before the findings of this particular anti. 
trust probe become public knowledge. And whatever the findings, the subsequent 
court battle is sure to be lengthy and bitter. If comparable antitrust actions of 
the past are any guide, reports to the general public will be piecemeal, and may 
not always reflect in detail what’s going on. Yet few Government actions go 
directly affect the interests of so many people. 

Nearly 75 percent of the families of the Nation own one or more cars. Better 
than 40 percent of the mountainous installment debt which consumers have in- 
curred is for cars. It has been estimated that the average family pays out some- 
thing between $700 and $1,000 a year to own and maintain an automobile. 
Hence, prices and qualities of cars are matters of great importance to the general 
public. And at bottom, this is what the complicated procedure now beginning is 
actually about. But it will seldom be in these terms that it will be discussed in 
the press. The theme already assigned to this case is ‘“‘bigness.’’ The issue at 
stake, as nor formulated in press acounts, is: How far will the Justice Department 
go in pursuing the thesis that bigness per se is badness? 


RIGGEST FIRM IN THE BIGGEST PUDDLE 


That General Motors is big is overwhelmingly evident. It is the biggest 
corporation in the country. At the end of 1957 its assets totaled $6.8 billions. 
Since 1931 it has sold better than 40 percent of the cars bought each year, and in 
recent years its percentage has risen to around 50 percent. General Motors 
dealers outnumber those of other auto manufacturers by roughly 2 to 1. General 
Motors’ captive finance company, General Motors Acceptance Corp., is the coun- 
try’s largest automobile finance company. And General Motors is the Nation’s 
largest advertiser—so large, in fact, that had its 1957 advertising appropriation 
($104 millions plus) been cut in half, the company still would have ranked second 
on the list of the 100 largest advertisers in the country. 

As the biggest in the automobile industry, General Motors is biggest in one of 
the biggest possible puddles. This industry consumes nearly one-fifth of the 
Nation’s steel, more than 2 out of every 5 tons of lead, more than 1 of every 4 
tons of zinc, half the reclaimed rubber, nearly two-thirds of the natural and three- 
fifths of the synthetic rubber, almost three-fourths of the upholstery leather, 
nearly all the tire cord, and substantial proportions of the Nation’s output of glass, 
textiles, machine tools, general industrial equipment, forgings, etc.. Furthermore, 
autos quite obviously determine the level of economic activity in the giant pe 
troleum industry as they also set the business tone for auto dealers, motor supply 
shops, auto insurance companies, motels, independent garages, roadbuilders, and 
so on and on. One out of every seven persons employed in the country is de- 
pendent directly or indirectly on the automobile industry for his job. 


SOME KEY QUESTIONS 


In addition to being the biggest industry with the biggest corporation, the 
automobile business is also, with the possible exception of aluminum, the most 
highly concentrated industry in the country. Three companies control_better 
than 90 percent of its production. Their shares are roughly: General Motors 
(Chevrolet, Pontiac, Buick, Oldsmobile, and Cadillac) about 50 percent; Ford 
(Ford, Edsel, Mercury, Lincoln, Continental) 25 percent; and Chrysler (Plymouth, 
Dodge, De Soto, Chrysler and Imperial) 16 percent. 

The fear that public welfare is threatened by any concentration of vast economic 
power in a few hands is soundly rooted in experience. The badness of bigness, 
however, is ultimately determined by how the power is used. And this key ques- 
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tion breaks down into a number of questions: Is the concentration growing worse? 
Does technology require such concentration of production control? Is there price 
competition among the few companies? Is the industry efficient—does it produce 
the best possible product at the lowest possible price? Is the industry responsive 
to public need and demand? Are suppliers to the industry able to bargain fairly? 
Do auto dealers have the opportunity to exercise some control over their own 
businesses? 


in a fairly recent Government document: the 312-page “Study of Administered 
Prices in the Automobile Industry,” a report of the Subcommittee on Antitrust 
and Monopoly of the Committee on the Judiciary of the U.S. Senate of the 85th 
Congress. 


hearing room often has been the freest forum in the country. Certainly no recent 
picture of the automobile industry provided from any other source has been so 
revealing and to the point as is this Senate subcommittee’s report. There are 
gaps in it—gaps that can be filled only by the antitrust probers who, via the 
grand jury, will attain access to data heretofore unavailable. But there is also 
a wealth of data to indicate that the pending antitrust case will deal with a good 
deal more than bigness per se. 


growing? 


The chart above, from the Federal Trade Commission, is a picture of GM’s 
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Fortunately, at least partial answers to some of these questions are available 


On many subjects, especially controversial economic ones, the congressional 


Consider the question of trend: Is concentration in the automobile industry 


GM's RETURN ON INVESTMENT AFTER TAXES 
1929-1940 AND 1947-1957 
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after-tax earnings for the past 29 years (data not available for 1941-46). 
This is the earnings record which the American Institute of Management 
characterized as ‘‘nothing short of phenomenal.’’ Not only do the high 
earnings since World War II constitute a remarkable record, but note that, 
even in the most depressed of the depression years, when most businesses 
operated in the red, GM’s earnings remained in the black and, by 1934, had 
climbed back to the planned minimum of 15 percent after taxes—the earnings 
ratio which GM figures into its calculations of car prices. 





Back in 1904 there were 35 companies making automobiles. The three biggest 
firms—Olds Motor Works, Ford, and Cadillace—produced approximately 37 
percent of the total sold. It was a rough business in those faa as the auto 
developed from the single- and two-cylinder to a four-cylinder vehicle. Many 
firms failed. By 1921 there were, however, 88 auto companies. In spite of the 
number of competitors, Ford dominated the scene. And all through the 1920’s, 
except for the year 1927-28 when the changeover from the model T to the model A 
interrupted that dominance, Ford sold better than half the cars made. By 1925 
Ford, General Motors, and Chrysler accounted for about 70 percent of the sales. 





586 AUTO FINANCING LEGISLATION 


The remaining 30 percent was shared by 46 independent companies. 


: : S. Today only 
two companies—American Motors and Studebaker-Packard—divide the smajj 


market for domestic cars left after the Big Three have taken their share. 


PARADISE LOST 


The elimination of all but two independents has sharply limited the Choices 
available to today’s car buyer as compared with 30 years ago. The Senate 
committee’s report quotes the noted essayist, E. B. White, on this point: 

“Thirty or forty years ago when a man wanted a car, he had a fabulous assgort. 
ment to choose from—everything from a jackrabbit to a bearcat. Big cars 
small cars, medium-sized cars, cheap cars, expensive cars, moderate-priced cars, 
high cars, low cars, open cars, closed cars, gas cars, steam cars, electric cars: jt 
was paradise.’’ 

Compared with today, the price variety of the automobiles domestically pro- 
duced in 1923, for example, seems startlingly wide. Late that year Ford offered 
the model T touring car for $380. The Chevrolet and the Overland were Selling 
for $495. The Gray was $520. Although a large number of touring cars were 
selling for more than $1,000 but less than $1,500 (Auburn for $1,095; Chalmers 
for $1,185; Hanson for $1,395; Haynes for $1,295; Hudson for $1,425; Hupmobile 
for $1,125; Willys-Knight for $1,175; Chandler six for $1,485; Jewett for $1,065: 
Stephens for $1,395), you could also buy a Duesenberg, Pierce-Arrow or Lafayette 
costing over $5,000. Under $1,000 but above $500 another great variety was 
offered. The Senate’s report gives a partial list: 





pereeeren TAIOGNS owe wl ce Bi eek} NOV OISINE s 6 cscs scncc ces $995 
ee eee O06) Bleets oscnnn caoswscissccorpin 995 
RNG St ke ee 945) Garaneric.. 2506 6-20. -5..68 995 
Pee oo Eg O66 | Btutlebaker...s4c.2...-.i ee 995 


Senator Estes Kefauver, of Tennessee, chairman of the subcommittee, com- 
mented thus on the economic significance of the narrowing of consumer choice 
that has taken place: 

“Years ago, if an automobile producer made a mistake—priced his car too 
high or came out with a design which did not appeal to buyers—the results, 
while fatal to him, were not necessarily injurious to the automobile industry as 
a whole, and certainly not to the entire economy. The market which he lost 
was filled by one or the other of his many competitiors. 

“Today, however, if the Big Three raise their prices unduly or put on the 
market models which do not attract consumers, or if there is an extended work 
stoppage because of a labor dispute, there is little alternative aside from foreign 
cars to which consumers can turn. They can only buy or not buy, and today 
they appear to be doing the latter in larger numbers.”’ 

Has technology demanded the high concentration among producers? 

Many intricate computations are required to determine an optimum plant 
size. Mass production techniques do not mean that invariably, as the output 
from an individual plant increases, the cost per unit of that production decreases. 
This is true only to a point. At one or another level of output, further increases 
do not produce compensatory savings. That particular level is the optimum 
size. Needless to say, such levels shift as production techniques shift. Accord- 
ing to the latest studies of this problem in the automobile industry, there seems 
to be general agreement that the optimum output from an automobile plant 
complex is somewhere between 300,000 and 400,000 units annually. Henee, 
General Motors’ yearly output of approximately 3 million units is many times 
the size of the optimum plant production. This does not mean that GM, which 
for many years has followed a policy of plant decentralization, has passed wes 
mum efficiency. What it does mean is that optimum efficiency in automobile 

roduction can be attained by an enterprise well below the size of General 
Motors. It is not simply technology, then, that dictates either GM’s bigness or 
the high concentration in production now characteristic of this industry. 


THE DESTRUCTION OF PRICE COMPETITION 


If there are savings associated with concentrated gigantism, these savings 
should, theoretically, be passed on to consumers in lower prices—they would be, 
that is, if there were price competition in the industry. Here is the most funda- 
mental of all the questions raised by the present concern over GM’s size. The 
Senate subcommittee concluded firmly that the badness of General Motors’ big- 
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ness lay in the fact that the company’s size together with its policies have tended 
to destroy price competition in the automobile industry. 

Under the heading, “A Study in Contrasts: Ford 1920 and 1957,” the Senate 
report tells two stories. Back in 1920, when Ford was the largest unit in the 
industry, the volume of automobile sales fell drastically while materials costs 
continued high in the post-World War I inflation. Ford met the inflation head 
on with deep price cuts. The touring car, for example, was cut by $135 from a 
price of $575 to $440. It was a bold move. And although Ford competitiors 
were hostile over the action, they soon followed suit with reductions of their 
own. But that was the old Henry Ford back in 1920. 

Now look at 1957. New cars had been coming out with higher price tags regu- 
larly each year for a long time. Just before the 1957 models were introduced, 
rumor in the industry held that new models would be raised again, up from 5 to 7 

reent over 1956 prices. Ford came out early that year. On September 29, 
1956, its 1957 price list was announced. It was up an average of only 2.9 percent. 
The industry protested. Two weeks later GM announced its new Chevrolet prices 
—6.1 percent above the prices of the year before. Ford waited one week and then 
adjusted its prices to within $1 of Chevrolet prices on most models. 

hen Senator Kefauver asked a Ford spokesman if he did not think that stick- 
ing by the original lower prices would have meant more sales for the company, the 
response was: “Probably some more.” In further comment, however, the Ford 
spokesman went on to say that the automobile industry as a whole was impressed 
enough by the consistently excellent record of GM over the years to take it for 
granted that GM knew what it was about when it came to pricing cars. 


GM’S RATE OF RETURN 


Precisely how GM does set its prices is described in some detail in the subcom- 
mittee’s report. It is a complicated formula, which includes provision for a 15 
percent return on net worth after taxes on an estimated minimum volume of sales 
for the year. But GM has frequently succeeded in averaging a good deal better 
than that, particularly in recent years when sales volume has been high. In 1950, 
for example, its after-tax earnings were 37.5 percent. 

GM has been able apparently to compensate for the rise in corporate income 
tax rates in its calculations over the years in order to stabilize its after-tax earnings 
at a high rate. The rate of return for 1929, for example, was 36.2—very close to 
the 1950 rate. The Senate report comments: 

“The 1929 rate was achieved with a before-tax earnings rate of 38.5 percent on 
average stockholders’ investment. In 1950, on the other hand, the company had 
to make a profit equal to 77.4 percent of its average stockholders’ investment in 
order to earn 37.5 percent after taxes.” 

Even the great GM was apparently not prepared for so disastrous a year as 
last year was in the auto business. Sales as a whole dropped 30 percent below 
1957, which was not a good year either. GM’s 1958 earnings, according to a New 
York Times account in February of this year, fell 25 percent below 1957’s earnings. 
But GM’s 1958 return was still about 12.5 percent—a good earnings performance 
compared with that of most other companies. GM’s record as a whole, the 
American Institute of Management has said, is ‘nothing short of phenomenal.”’ 

The ability to set prices calculated to return high earnings on a set minimum 
volume and, at the same time, to hold or better a giant’s share of the market cer- 
tainly indicates an amazing power to evade price competition. 

In place of price competition, according to the Senate report, the automobile 
industry, like so many other producers of consumer goods in recent years, has 
substituted promotional rivalry. And that kind of competition, especially in 
automobiles, is expensive. The frequent style changes and the horsepower race, 
which are part of the promotional drive, are costly in the extreme. On the basis 
of their own testimony before the Senate subcommittee, the Big Three indicated 
that they are now spending over a billion dollars a year in styling, engineering, 
and special tooling. 

On top of this first cost in the promotion of built-in obsolescence must be loaded 
the cost of the heavy advertising designed to convince consumers again and again, 
year after year, that the latest model is even more superlatively the car owner’s 
dream than was last year’s similarly touted model. Advertising expenditures 
for automobiles have risen precipitously. In the 1952-56 period, for example, 
advertising costs per car more than doubled for Ford, nearly tripled for Chevrolet 
and more than tripled for Plymouth. 

How have consumers reacted to the formula of style obsolescence, which has 
added an estimates $200 to $400 to individual car prices? 
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NEGATIVE RESPONSE FROM CONSUMERS 


Testimony before the Senate subcommittee from consumer witnesses was fa 
from enthusiastic. Dr. George Katona, of the University of Michigan’s Suryey 
Research Center, indicated that emphasis on frequent style changes created gen. 
eral uneasiness on the part of consumers and that high prices were calling forth a 
negative response. He testified further that, in spite of the advertising emphasis 
on style differences, ‘‘the auto buyer is not stimulated by new models.”’ Op the 
contrary, said Dr. Katona: ‘He does not find an assortment. Every car is alike 
in his opinion. There is no choice.”’ CU’s chief auto consultant, Mr. Laurenee 
E. Crooks, who also was called to testify before the Senate subcommittee, gaiq- 
“Sometimes it seems in examining a car as though modern styling was created only 
to hinder both car and driver * * * when a styling feature vies with a practicg| 
feature, or a safety feature, styling usually wins.’’ 

Both auto dealers and banks which finance them had been saying for a number 
of years: “Give us a lower price.’’ But the industry, led by GM, persisted jp 
stepping up model changes and the sales promotion new models required, and prices 
continued to rise. Up through 1955 rising car sales were the industry’s answer 
to those who felt auto prices were getting out of hand. What the industry ap. 
parently failed to evaluate properly was the progressive relaxation of installment 
terms from 1952 (when credit controls were lifted) through 1955. The impact of 
increasing auto prices was softened by the longer terms which reduced monthly 
payments. LEasier credit terms, however, could not grow easier forever. By 1957 
better than half of the cars bought on time (as more than 60 percent of new cars 
are) were bought on 3-year contracts. But liberalization of credit terms had 
frozen in 1955 with the 3-year contract, and, with the freeze, the impact of the 
years of price increases hit the market with full force. 

Among the many experts called into the Senate hearings were a number of 
economists who had studied the price elasticity of automobiles—that is, the rela. 
tionship between price and demand at a given national income. On the basis of 
their testimony, the subcommittee concluded that, at constant income, a 5-percent 
drop in the price of a car would produce a 6-percent increase in sales. Why, then, 
in light of 1958’s miserable sales performance, were not the prices of the 1959 
models lowered rather than upped? 


A WAY TO LOWER PRICES 


Higher costs, says the auto industry. But on this point the subcommittee’s 
report makes a pertinent comment: 

“The deceptively simple argument that higher costs prevent any price reduc- 
tions answers one question only to raise another: Why are costs so high? * * * 
The overhead costs [styling, retooling, sales and advertising, etc.] which make it 
so difficult to reduce prices in a period of low sales result in large part from the 
shift from price to nonprice competition. * * * If the sums which they [auto 
mobile manufacturers] now spend on nonprice competition were reduced suff- 
ciently, substantial price cuts could be made without sacrifice of total revenue or 
profits * * *.” 

Summing up, the subcommittee’s findings (which undoubtedly encouraged the 
Department of Justice to take its action) appear to answer the first five of the 
key questions about the badness of bigness as follows: The concentration in the 
industry is growing worse. Technology does not require such concentration. 
There is no effective price competition in the industry. Industry sales policies 
have built waste and high cost into the price of cars to the point where today’s 
automobile prices and qualities do not. reflect efficiency in production and distr- 
bution. The industry, straitjacketed by high concentration and hampered by 4 
price-leadership pattern apparently set by GM, has not had the flexibility required 
to respond to public need and demand. 

On the last two of the questions raised earlier—those centering on relationships 
with suppliers and automobile dealers—the subcommittee’s report is lacking in 
data. Here is where the antitrust probers will have to ferret out and piece 
together the picture from the material that the grand jury power makes available 
to them. 

What the final outcome of this case will be is a favorite guessing game in auto- 
mobile circles. Some say GM may have to give up Chevrolet. Some say that 
General Motors Acceptance Corp. (the captive financing agency) will be divorced. 
The plain fact is that nobody yet knows enough about the facts to do very good 
guessing. But if, through its new action, the Government is able to free the 
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automobile industry from the oppressive weight of costly nonprice competition, 
then it will have made a major contribution to the public welfare. 

Success in the action could bring added dividends. If Detroit should return 
to price competition, perhaps all those manufacturers of washing machines, air 
conditioners and the like, who have aped the tnotor makers in their drive toward 
built-in obsolescence, might also return to market sanity. W hatever the outcome, 
to rid the Nation of needlessly multiple models within lines and ridiculous annual 
model changes throughout consumer durables is certainly an objective worthy of 


major effort. 


Exuisit D 
[From the Des Moines Register, Apr. 7, 1959] 
COMPLAINT From SMALL FINANCE 
(By the Budget Expert) 


The small finance companies are saying their very existence is being threatened. 

The announcement by Ford Motor Co. that it intends to set up its own finance 
affiliate again really disturbed the American Finance Conference, an association 
of independent finance companies. Chrysler may make a similar announcement 
soon. 
General Motors has its own affiliate, GMAC, despite the attempts of the Federal 
Government to break up the tie-in. Ford and Chrysler long ago sold their old 
finance agencies on orders. Since General Motors defied a similar order, other 
ear manufacturers see no reason why they should pass up extra profits. 

Even the banks are up in arms over the turn of events. 

Car buyers often let a dealer handle the finance arrangements, rather than take 
the trouble to go to a bank or credit union. The contract the buyer signs then is 
sold to a finance company. 

PRESSURE 


Independent finance companies say a car manufacturer uses pressure of various 
sorts to make certain its dealers sell the profitable retail contracts to the auto 
maker’s finance company. 

The small finance companies undoubtedly are correct, so they are asking the 
Federal Government to break up such monopolistic practices. 

Since General Motors, through its excellent legal staff, has been able to thwart 
the efforts of the Federal Government for about 20 years, I doubt that the inde- 
pendents will be very successful. 


EMBARRASSING 


Frankly, the Government is in an embarrassing position. The problem of 
vertical and horizontal expansion by huge business is so evident around the 
country, a trustbuster wouldn’t know where to start wielding an ax. 

Independent casualty insurance agents are sorely put to maintain their position 
in the face of chain store and co-op competition. The small grocer is almost a 
thing of the past. So is the small farmer. 

A bright-eyed college graduate has little choice but to become a corporation 
man, with a huge corporation. Little corporations soon get swallowed up by 
big ones, which in turn get swallowed up by bigger ones. 

As the gross national product soars to new heights, really free competitive 
enterprise almost sinks into oblivion. 

Granted this may make for efficiency, if that’s all that counts, but it isn’t all 
that counts with me. My trouble is I’ve read too many history books about this 
land of free competition, and the deadly nature of cartels and monopolies. T’ll 
take a little less efficiency and a little more oxygen. 

Some families are having trouble making ends meet because they are confused 
as to how much they are living on. The Budget Expert explains the difference 
between “gross income’’ and ‘‘net income’”’ in Thursday’s Dollars and Sense. 

[To help you with personal financial problems, the Budget Expert will be glad 


to consider them as subjects for future articles. Write him in care of the Des 
Moines Register. ] 
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INVITATION TO INDIANA STATE SENATOR UTTERBACK 


STaTE OF INDIANA, 
Indianapolis, March 9, 1959. 
Hon. VANcE HARTKE, 
U.S. Senate, 
Washington, D.C. 


Dear SENATOR HaArTKE: The investigations currently being conducted by 
Senator Kefauver concerning the practices of manufacturer-controlled finance 
companies are of great interest to the people of Indiana, and to us, the elected 
officials who represent them. 

I recently introduced a bill into the Indiana Legislature which would require 
disclosure to the retail buyer of any rebates from finance of insurance charges jn 
an installment sales contract which the sales finance company paid to the dealer 
originating the sales finance contract. The bill was passed by the Senate but 
died in the House because the committee to which it was referred failed to con- 
sider it. A copy of this bill is enclosed. 

Research which I did prior to drafting the bill showed conclusively that ex- 
cessive rebates to dealers by finance companies have resulted in substantially 
higher finance charges to installment purchasers. I presented evidence before 
the Senate Banking Committee which disclosed rebates exceeding 30 percent of 
the total finance charge. In one case, the dealer received a kickback of $280.5] 
from a total finance charge of $898.24. The only function which the dealer 
performed for this amount was to write the contract and give it to the finance 
company. He assumed no further liability because the contract was without 
recourse. 

The company in Indiana which is primarily responsible for this type of lending 
and rebating operation is General Motors Acceptance Corp., one which Senator 
Kefauver is investigating. This company pays the dealer the difference between 
the finance charge paid by the consumer and a net return to the company (GMAC), 
The dealer is permitted to charge whatever the traffic will bear, up to the legal 
maximums of the State of Indiana. This arrangement permits a dealer to receive, 
as a kickback, an amount equal to over 50 percent of the finance charge without 
assuming one bit of liability. 

The Indiana Department of Financial Institutions has records of these abuses 
in its files. Because the records are confidential, however, they may not be 
released. I believe and hope you will agree, Vance, that it is to the public interest 
to disclose these conditions which exist in Indiana to the Kefauver committee 
so it may act onthem. If you do agree with me, you may wish to notify Senator 
Kefauver of the existence of this material, with the suggestion that it be sub- 
penaed from the department of financial institutions. 

If there is any additional information which I may furnish you on this subject 
or if I may ever be of assistance to you on any other project, please let me know. 

Vance, I want to personally thank and congratulate you upon the amazing 
results you have accomplished in the U.S. Senate thus far in your career. The 
impressions heard of you and the assistance you have given various members 
during this 91st session of the Indiana General Assembly has been truly 
appreciated. 

Respectfully yours, 
Earl, 
Eart M. UTTERBACK, 


Marcu 24, 1959. 
Hon. Eart M. UTrersack, 
Senator, State of Indiana, Indianapolis, Ind. 


Dear Mr. Urtrersack: Your letter of March 9, 1959, to Senator Vance Hartke 
relating to bills pending before the Senate Antitrust and Monopoly Subcommittee 
which prohibit automobile manufacturers from engaging in the financing and 
insurance of automobiles, was referred to me as chairman of the subcommittee by 
the Senator. 

Your statement concerning the work which you have done in the senate of the 
State legislature and some of the findings as a result of that work have been read 
with a great deal of interest. 

Since the records of the Indiana Department of Financial Institutions are 
confidential, it is doubtful in my mind that a committee of the Congress should 
undertake to subpena such records of a department of the State government. 
I am wondering if the department issued a public report to the legislature of the 
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State of Indiana with respect to its findings from the records obtained by it and, if 
so, if a copy of that report could be made available to the Senate subcommittee. 
It would also be very helpful to the subcommittee if a statement by you as one 
active in the studies made could be prepared and filed as a part of the record of the 
hearings by the Senate Antitrust and Monopoly Subcommittee. If you feel that 
this would be proper on your part, I should appreciate receiving such a statement 
prior to April 14. ' 

Your kindness in considering the above matter and advising me would be 
appreciated and most helpful. 

Sincerely, 
Estes KEFrauver, Chairman. 





[From Bulletin of National Better Business Bureau, Inc., September 1956] 


CottisioN INSURANCE OveRCHARGES Torat Mittions—Avuto Buyers UrGEp 
To Protect SELVEs From ExcesstvE CHARGES ON TIME PAYMENT CONTRACTS 


Millions of dollars in overcharges resulting from misclassifications of collision 
insurance on financed automobiles have been paid by American motorists nation- 
wide during the past several vears. Some State insurance examiners have esti- 
mated that the total might exceed $25 million. 

Substantial refunds of these unwarranted charges have and still are being made 
in several States. They have no doubt come as complete surprises to the re- 
cipients, few of whom had any suspicion that they had paid more than the legal 
rate for their insurance. There are thousands of other equally unsuspecting 
victims to whom it is unlikely that restitution will be made unless, as individuals, 
they take the initiative, or at least cooperate with their insurance departments, 
in demanding redress. 


MOST INSURANCE COMPANIES NOT INVOLVED 


While these premium overcharges have existed nationally and on an enormous 

scale, the public should not conclude that the insurance industry as a whole has 
been involved. In Connecticut, for example, only 15 of 260 companies investi- 
ated by the insurance department were found to have overcharged. In New 
ersey, of more than 300 companies investigated, only about a dozen were found 
where overcharges were prevalent. Massachusetts’ insurance commissioner listed 
only four such companies and made it clear that “the established casualty insur- 
ance companies doing business in this State are not involved in any way.”’ 

Insurance companies known to be involved and their automobile finance 
company affiliates are: 


Cavalier Insurance Co. (Commercial Credit Co.). 

Calvert Fire Insurance Co. (Commercial Credit Co.). 

Emmco Insurance Co. (Associates Discount Corp.). 

Industrial Insurance Co. (American Installment Credit Corp.). 
Marathon Insurance Co. (Pacific Finance Corp.). 

Service Fire Insurance Co. (Universal CIT Credit Corp.). 


So far as is known, the comparatively few insurance companies at fault are 
affiliates of automobile finance companies, but it would again be wrong to conclude 
that all such companies have made such overcharges. Some insurance companies 
and their finance affiliates have been scrupulous in their insistence on adequate 
information from which the proper rate could be determined and have charged 
accordingly. 

‘““SLIPSHOD AND UNCONSCIONABLE PRACTICES” 

The overcharges have been based on misclassification of the risk insured and 
these misclassifications have resulted from failure to obtain elementary rating in- 
formation from the car purchaser. New Jersey’s commissioner of insurance and 
banking has stated that: ‘In the early part of this investigation we formed the 
opinion that the omission of complete classiffication data was deliberate because, 
in many cases, the underwriting information was retained in the office of the finance 
company or bank, where the business originated, and was not forwarded to the 
home office of the company for proper classification by the company underwriters.”’ 
With respect to companies involved in Massachusetts, the insurance commissioner 
has described the practice as ‘‘a combination of slipshod and unconscionable 
practices perpetrated jointly by a number of automobile dealers, financing 
institutions, and their affiliated insurance companies.” 
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When purchasing an automobile, it is, of course, no more than prudent and 4 
sound business practice to insure the vehicle against financial toss. If the car 
is purchased on time, the dealer, finance company, or bank which finances the up. 
paid balance will usually require that, as a minimum, fire, theft and collision 
insurance be taken out as protection to itself as well as to the automobile pur. 
chaser. The rates which the insurance company can legally charge are made or 
approved by the various State insurance commissions. 


MISCLASSIFICATION EXPENSIVE FOR CAR OWNER 


In most States, buyers of automobile collision insurance are classified by the 
insurance departments so that those who enjoy a less hazardous status may buy 
their insurance cheaper than those who are poorer risks. For example, it js 
known that young people, under the age of 25 years, have more accidents than 
older drivers. The insurance company is required to pay losses more frequently 
on insured ears operated by these youthful drivers than in the case of a man or 
woman over 25. In recognition of this fact, most States have established g 
class-1 rate for collision insurance where there are no drivers in the insured house- 
hold under the age of 25 years. Where there are drivers under age 25, a class-2 
rates applies. Many States have additional classifications. The premium charge 
for a class-2 policy may be as much as 45 percent more than for a class-1 policy, 
The overcharge to the car owner who is rightfully entitled to a class-1 rating 
but is erroneously placed in class-2 can be as much as $75. 


THE TEXAS DISCOVERIES 


The first clue that such costly misclassification might in fact exist on a wide- 
spread scale came during the summer of 1954 when the Texas Board of Insurance 
Commissioners received information that a number of automobile drivers insured 
by the Service Fire Insurance Co. were so misclassified. Operating nationally, 
this company annually insures more than 800,000 cars financed through the 
Universal CIT Credit Corp,. with which it is affiliated. A preliminary investiga- 
tion indicated that approximately 85 percent of the drivers insured by this 
company in Texas had been placed in class-2. 

Nationally, according to the National Association of Insurance Commissioners, 
only 13 percent of all automobile policyholders in all insurance companies are in 
class-2, whereas 80 percent are in the less expensive class-1, with 7 percent in 
all other classes. The suspicion that there was something wrong with the Service 
Fire classifications was clear. Following a conference with the Texas board, the 
company sent a letter to policyholders which it had placed in class-2, telling them 
that they might have been misclassified, in which case they would be given a 
cash refund, and requesting information in proof of such possible misclassification, 
Less than half of these policyholders responded to the questionnaire, but of those 
replying, 85 percent were determined to have been misclassified. The company 
thereupon made cash refunds of approximately $89,000 to those individual 
policyholders. 

Meantime, investigations were also conducted to determine whether other 
insurance companies were complying with Texas requirements concerning classi- 
fication of automobile risks and, of 16 to 18 companies checked, 5 were found to 
have made similar misclassifications. An additional $100,000 was refunded to 
policyholders in these companies as follows: Calvert Insurance Co., $8,845; 
Cavalier Insurance Co., $42,628; Consolidated Lloyds, $14,636; Home Service 
Casualty Co., $1,096; Marathon Insurance Co., $24,700. 


NATIONWIDE MISCLASSIFICATION 


Underwriting procedures were corrected to prevent future misclassifications. 
An investigation conducted by the Texas Insurance Board a year later (1955) 
indicated that the companies previously at fault were properly classifying their 
risks so that policyholders in that State were getting the rating to which they 
were entitled. However, during an examination of Service Fire Insurance Co. 
conducted in New York in the early part of 1955 by the National Association of 
Insurance Commissioners (NAIC) it became evident that practices leading to 
misclassification were not confined to Texas but existed on a national seale. A 
check of the policies written by this company nationally during April 1955 showed 
that 26.33 percent of its policies were in class 1, 46.04 percent in class 2, and 27.83 
percent in all other classes. Here again the variance from the national average 
of only 13 percent in class 2 policies was so great that the conclusion that many 
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Service Fire class 2 policies belonged in class 1 was inescapable. Further investiga- 
tions were conducted. According to one of the examiners, they went back 
as far as 1951 on Service Fire and “the further back we went the worse it was. 
In St. Louis in 1951 I found as high as 90 percent in class 2 that should have been 
in class 1, in fact, nearly all in class 2, once in a while in class 1. The majority 
should have been in class 1.” 

It developed that Service Fire and the other insurance companies similarly 
involved had followed the practice of writing class 1 policies only in those cases 
where a rating form was attached showing that the policy was entitled to the 
lower rate. If the dealer or finance company neglected to submit the necessary 
rating information, the insurance company took no steps to determine the facts, 
but simply wrote the policy at the higher rate. Obviously, doing business under 
this theory could be higly profitable to the insurance company. 


THE NAIC RESOLUTION 


As the nationwide aspects of the evercharging became known, the National 
Association of Insurance Commissioners appointed a special committee to study 
the problem. In December 1955, NAIC adopted the following resolution: 

‘‘Whereas it has come to the attention of this committee that some insureres 
engaged in the business of automobile physical damage insurance covering 
financed cars had, due to possible misclassification of some insureds, charged 
premiums in excess of the applicable rates, and : 

“Whereas this matter has been receiving the serious consideration of this 
committee, not only from the standpoint of fashioning measures to prevent any 
miselassification but also with a view toward effecting the return of the over- 
charges, if any, and 

“Whereas there exists a grave question of law in most States as to who may be 
entitled to the return of any such overpayment, and 

“Whereas it appears that at least one of the insurers which may have mis- 
classified assureds has, effective as of July 1, 1955, installed new rating procedures 
on a nationwide basis, which were designed to and in all likelihood will prevent 
future errors in the classification of insureds, and 

“Whereas there has now been proposed a settlement pursuant to which the 
aforesaid insurer will undertake to recheck its rating data in respect of all policies 
previously written which were in force in June 30, 1955, and on the basis thereof 
and without resolving the question of law involved, refunds of proven overpay- 
ments will be made to the insureds, and 

“Whereas under the proposed settlement an insured will be entitled to a refund 
of overpayment by furnishing rating information on a prescribed form properly 
verified showing that there was an error in his classification, and 

“Whereas the offer of settlement is made without prejudice to the legal rights 
or contentions of any parties concerned: Now, therefore, be it 

“Resolved, That it is the sense of this committee that such offer is fair and 
reasonable, and be it further 

“Resolved, That this committee recommend favorable consideration of such offer 
by the several States for which it may be made, unless the laws thereof otherwise 
provide and be it further 

“Resolved, That this committee recommend to the several States that such offer 
be the pattern for the disposition of all similar situations.” 

Why did the proposed ‘“‘settlement” provide for refunds only in the case of 
policies previously written which were in force on June 30, 1955? What about 
other policies written some years ago? Should not these policyholders receive 
refunds, likewise, if they overpaid? 

As explained by one insurance commissioner, the average policy for the company 
referred to in the resolution runs for a period of about 22 months. Hence, checking 
of persons holding policies as of June 30, 1955, would, in effect pick up most policies 
which had been written during the previous 22-month period. Prior to that time, 
it was stated, rate differentials within the classes involved were not great and the 
date limit was also dictated largely because of the unavailability of records going 
back more than 2 vears. 

However, the NAIC resolution was not binding on nor acceptable to all State 
insurance departments. Some are trying to have all excessive charges returned 
to policyholders regardless of the date of issuance of the policy. 
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WHO GETS THE REFUND? 


Automobile owners who thought they were paying for their insurance will] be 
surprised to learn that the ‘‘grave question of law”’ cited in the resolution appears 
to have revolved about whether refunds should be made to the finance company 
ot to the car purchaser. 

This doubt is presumably based upon the contention that the policy is issued at 
the request of the finance company, and the money paid the insurance company js 
the finance company’s money. Under this view, any overcharges would be 
returned to the finance company rather than to the individual. Since the ingyr. 
ance companies getting the overcharges in this matter were affiliates of the finanee 
companies, a return of overcharges from insurance companies to finance companies 
would amount to the parent company taking the overcharges out of one pocket 
and transferring them to another. Fortunately for car purchasers, this theory 
has not prevailed. 

SERVICE FIRE RECLASSIFIES 


Service Fire Insurance Co., has advised the National Better Business Bureau: 

‘‘While it appears clear that the companies were under no legal obligation to 
attempt reclassification of their existing policyholders and reimbursement for 
overcharges, in the interest of good public relations and equity, our company has 
voluntarily undertaken a reclassification program as a result of a proposal made 
to the insurance officials of the various States. 

“In effect, it consists of the sending of a questionnaire to the policyholders 
affected, asking them for information to enable us to check the accuracy of the 
premium charged under the policy. Policyholders found to have been over- 
charged will receive appropriate refunds. The work required to effectuate this 
program is of tremendous proportions. Every effort is being made, however, to 
complete the program in the quickest time possible.”’ 

Cavalier Insurance Co., Calvert Fire Insurance Co., Emmeco Insurance Co., 
Industrial Insurance Co., and Marathon Insurance Co., have also advised NBBB 
that they have undertaken reclassification of their policyholders with a view 
toward correcting overcharges. These companies also reported setting up addi- 
tional procedures so as to prevent future misclassification. 


OVERCHARGES UP TO $75 PER POLICY 


On May 24, 1956, the Massachusetts Insurance Commissioner reported tha’ 
more than $125,000 in overcharges has been returned to Massachusetts residents: 
He has named the companies as Calvert Fire Insurance Co. of Philadelphia, 
Emmco Insurance Co. of South Bend, Ind., Industrial Insurance Co. of Holland 
Township, N.J., and Service Fire Insurance Co. of New York. The Massa- 
chusetts Insurance Commissioner said that a total of 10,000 car purchasers were 
believed to have been overcharged by amounts of $24 to $75 in finance-insurance 
deals running over 3-year payment plans. He said his probe also revealed that 
many victims of overcharges were also sold a ‘credit, life, accident and health, 
and bail-bond package deal’’ which further inflated their already heavily loaded 
monthly finance charges. 

In Oklahoma, Service Fire Insurance Co. has repaid $11,300 to 1,040 policy- 
holders and Calvert Fire Insurance Co. and Marathon Insurance Co. have made 
refunds totaling $25,677 as of April 17, 1956. The insurance commissioner has 
estimated refunds on overcharges to Oklahoma policyholders would amount to 
over $100,000. 

In Arkansas, Service Fire Insurance Co. is reported to have made refunds as of 
May 4, 1956, of something over $36,000 and ‘“‘the job is only about one-third com- 
pleted.’’ Two other companies are said to have been involved in Arkansas. 

Kentucky, New York, and Pennsylvania, among other States, are requiring 
refunds, generally along the lines reeommended in the NAIC resolution. How- 
ever, the insurance departments of these States will not disclose the names of the 
companies involved to the Better Business Bureaus. A similar policy is noted in 
Connecticut where the insurance commissioner on May 18, 1956, announced that 
15,000 policyholders in that State had received refunds amounting to $300,000 
as a result of overcharges on their automobile collision insurance and that at least 
another 10,000 policyholders are entitled to these refunds, previously reported to 
range as high as $75 each. The commissioner said that overcharges were made 
by 15 different insurance companies and that refunds were expected to total 
$500,000. Similarly, the commissioner of insurance and banking in New Jersey 
announced on July 22, 1956, that $165,627.11 had been returned thus far to 6,824 
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licyholders in New Jersey by fire insurance companies, the average return being 
$24 per policyholder. Ten other insurance companies were under investigation. 


MANY ARE NOT GETTING REFUNDS 


While overpayments are being returned to many policyholders in many States, 
there are many people entitled to refunds who are not getting them. In some 
cases these individuals have failed to respond to the questionnaires which are 
being circulated by insurance companies involved with the approval of the insur- 
ance department. Some policyholders may have failed to return the question- 
naires for fear they would have to make an additional payment. There is no 
need for such concern. The policyholder who fails to fill out and return the 
questionnaire can only be depriving himself of money to which he may properly 
be entitled. 

As for the majority of States, it is not known by NBBB what the insurance 
departments may be doing to require the return of overpayments. The Better 
Business Bureaus have received no response to queries directed to these 
authorities. 

Finally there is that group of automobile owners whose policies were not in 
force on June 30, 1955, but who may still be entitled to refunds. Changes in the 
laws and regulations permitting insurance companies to charge a higher rate for 
the more hazardous risks began about 1950 and have become effective in most 
States at various times since that date, some of them quite recently. 


HOW TO GET A CASH REFUND 


You may be one of the thousands of drivers who are entitled to refunds which 

you may not obtain except on your own intiative. 
” Tf, at the time you purchased your car, you were asked about the age of all 
drivers and the use to which your car would be put, this was presumably for the 
purpose of submitting a proper rating form to the insurance company and the 
chances are that your car was properly classified. If there‘are drivers of your 
car under the age of 25, it is unlikely that your car has been misclassified. If 
neither of these circumstances exists, you may be one of those owners who has 
been misclassified and you should immediately raise the question with the insur- 
ance company. 

As of today, in some States, at least, underwriting procedures have been 
corrected. It is now required that the insurance companies have a form containing 
the necessary information and signed by the automobile purchaser before it issues 
a policy. This procedure, in areas where it is in operation, should effectively 
eliminate misclassifications in the future. 

All this means, however, is that the finance company will be paying the insurance 
company the proper rate. 

The use of proper rating forms will not necessarily result in a lowering of the 
overall amount which the purchaser of the automobile pays to the finance com- 
pany. In fact, car purchasers have no way of knowing what they are paying for 
insurance unless, at the time of sale, the cost of insurance and the finance or other 
charges are listed as separate items. In some States, the law requires the separation 
of finance charges and cost of insurance. 


BEWARE THE ‘‘PACK’”’ 


In many States, in selling cars on installment today, many purchasers are told 
no more than the amount of the monthly payments they will be obliged to make 
under the time payment contracts that they sign. The dealer determines the 
amount from rate charts with readymade figures which make provision for the 
unpaid balance of the purchase price and for all charges incident to the installment 
purchase, including those for finance and insurance. Some dealers itemize these 
charges so that the customer knows exactly what he is paying and for what. 
Others simply lump them together. This procedure lends itself to the disreputable 
practice of ‘“‘packing’’ automobile time contracts. 

Here is how the “pack” works. Except in a few States, financing rates are 
not regulated by law. Accordingly, unscrupulous dealers and financing agencies 
can conspire to make the charges as high as the uninformed and unsuspecting 
customer will stand. A high charge having been put over on the customer, the 
finance agency buying the contract will retain its regular, rockbottom charges, 


including reserve on recourse deals, and return a cut to the dealer. This is the 
t ” 
pack. 
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In many cases in the past, the insurance protection afforded has been so limited 
that the dealer has been reluctant to break down the financing and insuranee 
charges because he knows that the cost of insurance as against that of financing js 
so small that comparison would instantly brand the transaction for what it is— 
a brazen attempt to cheat the public by ‘packing’ his contract with hidden 
finance charges. 

Widespread misclassification of collision insurance risks has the practical effect 
of wholesale ‘packing’ of automotile time payment contracts with excessive 
insurance charges—a reverse twist of the usual procedure. The fault, in the 
first instance, may lie with the dealers, who, willfully or ignorantly, neglect to 
obtain and furnish to the finance company adequate data on which to determine 
in which insurance classification each customer properly belongs. 





GET FOUR FUNDAMENTAL FACTS 


Individuals can protect themselves against ‘‘packing’”’ in any form if, before 
signing an automobile time-purchase contract, they insist on getting these four 
fundamental facts separately and in writing: 

(1) Cash delivered price, including specified extras. 

(2) Exact amount of downpayment and trade-in allowance, if any. 
(3) Finance charge and for how long. 

(4) Cost of insurance and coverage provided. 

With respect to coverage, the contract should specify how much and what 
kind of insurance (fire, theft, collision, life, health and accident, or other) and the 
buyer’s classification on collision. 

Contracts which contain this information cannot be “packed” without your 
knowledge. Get a copy of any papers you sign and never sign blank contracts, 
If in doubt, consult someone in whom you have confidence—an attorney, your 
financial adviser, your insurance broker, or your Better Business Bureau, which 


is supported by business firms to help you achieve maximum satisfaction in your 
relations with business. 


{From Ford Facts, Ford Local 600 (UAW), Mar. 7, 1959] 


PRESIDENT’S COLUMN: STELLATO CHARGES PoLiticos Set up SMOKESCREEN 
To Suretp FINANCE COMPANIES 


(By Carl Stellato) 


The 86th Congress has been in session for 2 months. During this period it has 
failed to adopt a single piece of legislation to aid unemployed workers of America. 
Presently there are 5 million workers unemployed and millions of others on a 
reduced workweek. Our union has called upon Congress to take steps designed 
to alleviate this critical unemployment situation. 

There are more people unemployed today than there were a vear ago at this 
time. This is a paradox of the American economy because while there are more 
jobless workers the national productivity figure is above that of a year ago. As 
an example, department stores’ sales have increased, freight car loadings are run- 
ning 2% percent higher than in 1958, truck haulage is on the increase, and steel 
production is nearing boom levels. 

Our union has called upon Congress on several occasions since the November 
elections to take action on the total question of unemployment. 


IMMEDIATE ACTION NEEDED 


We have asked Congress to take immediate action now on reducing the work- 
week, increasing and liberalizing unemployment compensation benefits, and put- 
ting into effect public works programs that would provide jobs for the unemployed. 

Congress is spending millions of the taxpayers’ dollars to support investigating 
committees for the alleged purpose of deciding on the type and kind of legislation 
Congress ought to adopt. One of these investigating committees is the Senate 
Antitrust Subcommittee which is presently looking into the retail financing of 
automobiles. Actually it is our opinion that the direction toward which the com- 


mittee is leaning is designed to protect the leeches and parasites in the money- 
lending business. 
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EXORBITANT INTEREST RATES 


Many of the independent finance companies are charging exorbitant rates a 
out of line with decency and integrity. Many of the independent finance com- 
panies charge interest rates as high as 30 percent. 

The Senate Antitrust Subcommittee is making headlines by attacking the 
principle of auto manufacturers being in the financing business. We think this 
is a deliberate attempt to becloud the issues by shouting ‘‘monopoly.’’ Actually 
we feel that this entire investigation is the result of the independent finance com- 
panies’ Washington lobbies. 

When our union proposed a march on Washington to lobby for jobs, we were 
ridiculed by the President of the United States, while simultaneously the oil 
industry, banking institutions, the American Medical Association, etc., are full- 
time lobbyists for their own narrow, selfish interests in Washingson. 


PUBLIC AT MERCY OF MONEYLENDERS 




































It is our opinion that to pass legislation which would drive the auto manufac- 
turers out of the financing end of the business would be class legislation designed 
specifically to leave the American public at the mercy of the independent finance 
companies. 

Mr. Yntema, a vice president of the Ford Motor Co., testifying before the 
Senate Antitrust Committee, said that the Ford Motor Co.’s decision to enter the 
finance field was prompted by a failure of the independent agencies to meet the 
General Motors Acceptance Corp.’s rates. Mr. Yntema intimated that the 
independents charge higher rates solely our of a desire for higher profits and that 
CIT Finance Corp., one of the independent giants, second only to GMAC in 
volume auto financing, told him bluntly if would not meet GMAC’s rates. 


MORE COMPETITION NEEDED IN FINANCING FIELD 


Mr. Yntema told the committee that the service charges levelled by the inde- 

ndents mean $65 to $150 higher costs per passenger car than those charged by 
the GMAC, and under these conditions it is small wonder that GMAC dominates 
the field. General Motors has indicated that additional competition in the in- 
stallment credit field would be of definite benefit to customers, to dealers and to the 
economy in general. 

If Congress adopts legislation to limit participation in the installment credit 
field, this will be a blow to the consuming public and to the free enterprise system 
in general. If this field were limited to the independent companies, the results 
would be disastrous, to say the least. 

However, Ford, General Motors, and Chrysler do not stand before the American 
public with clean and untafnished hands. There are many things that the auto 
industry could do in an effort to create full employment. First and foremost 
would be to unrig the prices of their products. An example of the rigged price 
structure maintained by the auto manufacturers is sharply pointed up by the fact 
that in 1955 the industry produced over 8 million cars and trucks. In 1958 this 
production figure dropped approximately 50 percent and yet the prices of auto- 
mobiles continued to rise. In a free enterprise system, under the laws of supply 
and demand, the prices of automobiles should have moved downward in 1958 had 
there been competition in the auto industry for the contracted sales market. 
On the contrary, prices rose. 


CLASS LEGISLATION TO ENTRENCH FINANCE COMPANIES 


Even though the auto manufacturers do not stand before the publie with clean 
hands in carrying out their social responsibilities to the American public, this 
should not be used as an excuse for adopting class legislation designed solely en- 
trench the moneychangers in the temples of finance. In this instance, in opposing 
the type of legislation proposed by the Senate Antitrust Subcommittee, we are in 
complete agreement with the automobile manufacturers, because without GMAC in 
the financing business, the average worker would be faced with such exorbitant 
financing rates that he would be priced out of the automobile market. 
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LETTERS SUBMITTED BY NELSON D. MILLER 


Exnisit A 


NOVEMBER 1, 1949, 
Mr. Dick Roacu, 
Manager, Chevrolet Motor Division, General Motors Corp., 
Houston, Tex. 


Dear Dick: We are trying to arrange to handle the wholesale for Milam 
Chevrolet Co., and according to the literature we have on the General Motors 
plan, it is necessary that we get a commitment from the division as to how much 
of a guarantee they would require from our bank. 

I wonder if you would be kind enough to check with vour central office as to 
what figure it would be necessary to have to take care of Milam Chevrolet Co,’s 
shipments 

Kindest personal regards, 

Yours very truly, 
——— ———,, Manager, 


ExuisBit B 
NOVEMBER 18, 1949. 
Mr. Dick Roaca, 
Manager, Chevrolet Motor Division, General Motors Corp., 
Houston, Tex. 


Dear Dick: I wrote you on November 1 requesting that you inform me as to 
the commitment which Chevrolet Motor Division would require in order to have 
the wholesale car shipments of Milam Chevrolet Co. channeled through our 
company. 

I wonder if you have had a chance to clear this with the proper parties? 

Kindest regards. 

Yours very truly, 
——— ———,, Manager. 


ExuHiBit C 


CHEVROLET Motor Division, 
GENERAL Motors Corp., 
Houston, Tex., November 19, 1949. 
Soutuwest AccEepTaNcE Co., Ltp., 
San Antonio, Tez. 

GENTLEMEN: In reply to your recent inquiry, we enclose herewith procedure 
for effectuating payment to us for new Chevrolet motor vehicles and chassis 
purchased from us by Chevrolet dealers where the wholesale financing of such 
vehicles and chassis is handled by you for such dealers. 

Yours very truly, 
J. R. Roacn, Jr., 
Zone Manager. 


Exuisit D 
NOVEMBER 23, 1949. 
Mr. J. R. Roacu, Jr., 
Zone Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Tez. 


Dear Dick: I appreciate very much your letter of the 18th, but what I want 
to know is the amount of the guarantee that will be acceptable to Chevrolet 
Motor Division. 

Regards. 

Sincerely, 


, Manager. 
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ExuHiBit E 


Houston, Tex., December 9, 1949. 
Mr. Netson MILLER, 


Southwest Acceptance Co., 
San Antonio, Tez. 


DeaR NEtson: This will acknowledge and reply to your letter of November 
93—my answer has been delayed due to the fact that I have been in the office only 
2 days since November 17. 

In connection with the amount of the guarantee, about the only suggestion I 
can offer is that through vour interested accounts, you determine the maximum 
amount of wholesale paper your company and the bank would be willing to 
guarantee. Should the amount exceed your guarantee, then of necessity ship- 
ments would have to be delayed or other arrangements made. 

If you wish to submit a sum of consideration, I shall be glad to process through 
our accounting department to find out whether or not there is any question as to 
its adequacy. 

Very truly yours, 


Dick. 
JRR:PB 


EXHIBIT F 


DECEMBER 27, 1949. 
Mr. J. R. Roacn, Jr., 


Zone Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Tez. 


Dear Dick: Many thanks for your letter of December 9 regarding wholesale 
accommodations on the Milam Chevrolet Co. 

It is my understanding that the amount of the guarantee should be sufficient 
to take care of all cars in transit, and if I am correct in this assumption I would 
like to submit a $25,000 guarantee for the Milam Chevrolet Co. If for any reason 
your accounting department feels this is not adequate, I would appreciate your 
advice. 

With all best wishes for the coming year, I am, 

Yours very truly, 


EXHIBIT G 


Houston, Tex., January 5, 1950. 
Mr. Netson D. MILLER, 


Southwest Acceptance Co., Ltd., 
San Antonio, Ter. 


Dear NeEtson: I have submitted the guarantee sum of $25,000 listed in your 
letter to ine of December 27 to the accounting department for advice and informa- 
tion. I will let you know as soon as J know anything further. 

I sincerely hope you and the family had a nice holiday season and that 1950 
will be a good year for you. 

Sincerely yours, 


Dick. 


Exuisit H 


JANUARY 30, 1950. 
Mr. J. R. Roacn, Jr., 


Zone Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Ter. 


Dear Dick: On January 5 you advised me that you had submitted our 
proposed guarantee to the accounting department for advice. In view of the 
fact that Mr. Freeman as well as ourselves are very anxious to get this wholesale 
procedure established, I would appreciate very much if you would follow the 
proper parties to see what their decision in the matter has been. 

fours very truly, 
—_———- ———-, Manager. 
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Exuisit I 


Houston, Tex., January 30, 1950, 
Mr. NELson MILLER, 
Care of Southwest Acceptance Co., San Antonio, Tez. 


Dear Netson: As I advised you on January 5, I submitted your proposal on 
the $25,000 guarantee covering Milam Chevrolet Co., to our accounting contro] 
office at St. Louis. 

I am advised by Mr. Daley that this has in turn been submitted to our divisiona] 
comptroller in Detroit, and I should have some information on it in a few days, 
Very truly yours, 

J. R. Roacn, Jr., 
Zone Manager. 


Exursit J 
FEBRUARY 14, 1950. 
Mr. J. R. Roacu, Jr., 
Zone Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Tez. 


Dear Dick: Many thanks for the information you gave me on the telephone 
yesterday. 

I would appreciate very much if you would’confirm this by letter at your 
earliest convenience. 

Kindest personal regards. 

Yours very truly, 





, Manager. 


Exuipit K 
Marcu 1, 1950. 
Mr. J. R. Roacu, Jr., 
Zone Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Tez. 


Dear Dick: I wonder if you would refer to my letter of February 14 and give 
me confirmation of the amount of guaranty that will be necessary in connection 
with Milam Chevrolet Co.’s wholesale cars? 

Best regards. 

Yours very truly, 





, Manager. 


Exuisit L 


Hovston, Tex., March 8, 1960. 


Dear Ne son: This will reply to your letter of March 1, and to advise that I 
wrote you on February 28, per the following, however, this must have gone astray. 
This will confirm our telephone conversation and your followup letter of Febru- 
ary 14, concerning the matter of collection privileges for Milam Chevrolet Co. 
As I told you over the telephone, I feel that the guaranteed amount of $120,000 
will be satisfactory, and after the proper forms and application has been forwarded 
to us, I will be glad to pass on to the plant immediately. 
Will you please advise further in this regard. 
Sincerely yours, 
Dick. 
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ExuHisirT | 


([Compostrre Conrormep Copy] 


SENIOR SUBORDINATED LOAN AGREEMENT 


GENERAL MOTORS ACCEPTANCE CORPORATION 
1775 BROADWAY 
NEW YORK 19, NEW YORK 


November 14, 1958. 


[THe NAMES AND ADDRESSES OF THE LENDERS 
APPEAR IN ExuHIBiT B] 


Dear Sirs: 


The undersigned, GENERAL Motors ACCEPTANCE CoRPORATION (herein called the “Company”), 
hereby agrees with you as follows: 


1. Loans. Upon and subject to the terms and conditions set forth below, you will make loans to 
the Company, and. the Company will borrow from you and in evidence thereof will make and deliver 
to you one ox more of its promissory notes (5% % Subordinated Notes due November 1, 1984), in the 
aggregate principal amount set forth opposite your name in Exhibit B hereto.. Such loans shall be made 
in cash or by surrender of the Company’s 3% Subordinated Notes due 1959 in equal principal amount 
for cancellation. Cash loans shall be made in New York funds or the equivalent thereof acceptable to the 
Company. The Company will pay accrued interest on surrendered notes to the date of closing. The date 
of closing as to the loan to be made by the surrender by you of the Company’s 3% Subordinated Notes due 
1959 for cancellation shall be December 18, 1958; the date of closing as to the loan to be made by you in 
cash shall be (i) December 18, 1958, (ii) at your option and upon thirty days’ notice, on the Thursday 
next following the first Monday in any month from January 1959 to and including, but in no event later 


. than, November 1959 or (iii) such other date subsequent to December 18, 1958 and prior to November 5, 


1959 as may be mutually agreed upon. The promissory note that will be issued and delivered to you at 
each closing with you shall be in substantially the form of Exhibit A hereto, bear interest at the rate of 
5%% per annum, mature November 1, 1984, be dated the date of closing, refer to this Agreement, and 
be made payable to your order or to the order of such payee or payees as you may designate in writing 
not less than two full business days prior to the date of closing. Said loans shall be made against delivery 
to you on each date of closing of a promissory note at the office of The First National City Bank of New 
York, Two Wall Street, New York 15, New York. 


2. Notes and Agreements. The Company represents and warrants that simultaneously with the 
execution of this Agreement the Company has executed agreements similar hereto and delivered the same 
to the other lenders listed in Exhibit B hereto for acceptance by them. These other agreements provide 
that the Company shall deliver to each other lender a promissory note or notes in the aggregate principal 
amount set forth opposite the name of each other lender in Exhibit B hereto and contain the same repre- 
sentations to the Company on the part of each other lender as you have made herein in this paragraph 2. 
The loan made by each lender and the delivery of the promissory note or notes evidencing such loan is to 
be, respectively, a separate loan made to the Company by such lender and a separate delivery of a promis- 
sory note or notes made by the Company to such lender. The aggregate amount of the loans to be made, 
and the aggregate principal amount of the promissory notes to be executed and delivered pursuant to this 
Agreement and said other agreements, shall not exceed $175,000,000, it being understood that, if one 
or more of the other lenders named in Exhibit B shall fail to execute the agreement delivered to them or, 
having executed it, shall default in making loans to the Company in accordance with their commitment 
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contained therein, the Company shall have the right to execute one or more additional agreements similar 
hereto with one or more other lenders covering loans not exceeding in principal amount the loans provided 
for in any such agreements which shall not have been executed or as to which there shall have occurred such 
a default. This Agreement, the aforesaid other agreements which shall have been accepted by the lenders 
to which they have been addressed, and any agreements entered into in substitution therefor are sometimes 
referred to herein collectively as the “Agreements”. The term “Notes” as used herein shall include each 
promissory note delivered pursuant to the provisions of the Agreements and each promissory note 
delivered in substitution for any such Note and, where applicable, shall include the singular number 
as well as the plural. The term “Note” shall mean one of the Notes. Each Note shall be substantially in 
the form of Exhibit A hereto. The Company further represents and warrants that it has not sold or 
offered any of the Notes and will not sell or offer any of the Notes to, has not solicited and will not solicit 
any offers to buy any thereof from, and has not otherwise approached or negotiated and will not approach 
or negotiate in respect thereof with, either directly or through an agent, any person or persons s0 as 
thereby to bring the issuance or sale of the Notes within the provisions of Section 5 of the Securities Act 
of 1933, as amended. You represent, and in making the delivery of a Note or Notes to you it is speci- 
fically understood and agreed, that (i) you are acquiring the Notes either for your own account or for 
the account of one or more pension funds or trust funds or for the account of one or more other 
informed investors, (ii) the Notes are being acquired for investment and not with a view to or for sale 
in connection with any distribution thereof and with no intention of selling the Notes, subject to any 
requirement of law that the disposition of your property or the property of such funds must at all times 
be within your control or the control of such funds, and (iii) if you are acquiring the Notes for the 
account of more than one pension fund or trust fund, you are acting as sole trustee and have sole 
investment discretion and the determination and decision on your behalf to acquire such Note or Notes 
for such funds is being made by the same individual or group of individuals who customarily pass on 
such investments so that your decision as to acquisition of Notes for all such funds is the result of one 
study and conclusion. 


3. Conditions. Your obligation to make loans to the Company hereunder is subject to the accu- 
racy of all representations and warranties herein contained or otherwise made by the Company in writing 
in connection with this Agreement, the performance by the Company of all of its agreements to be per- 
formed on or before the date and time of each closing, and to the satisfaction, on or prior to the date and 
time of each closing, of the following further conditions: 


(a) You shall have received from Messrs. Davis Polk Wardwell Sunderland & Kiendl, who are acting 
as special counsel for you in connection with this transaction, a favorable opinion in form and substance 
satisfactory to you (i) that the Company is duly organized and existing under the laws of the State of New 
York; (ii) that the Agreements and the Notes have been duly authorized by the Company, have been 
properly executed and delivered by authorized officers of the Company, and are valid obligations of the 
Company legally binding upon it and enforcible in accordance with their respective terms (except as 
affected by bankruptcy, insolvency or other laws affecting creditors’ rights generally), and that the Note or 
Notes delivered to you have been duly issued and are entitled to the benefits of this Agreement; (iii) that the 
Notes constitute Senior Subordinated Indebtedness as defined in paragraph 5 of the agreements dated 
April 13, 1953 between the Company and 14 institutional lenders providing for loans aggregating 
$135,000,000 evidenced by a like principal amount of the Company’s 4% Junior Subordinated Notes 
due $35,000,000 on April 1, 1967 and $100,000,000 on April 1, 1973, and in paragraph 5 of the 
agreements dated March 10, 1954, between the Company and 7 institutional lenders providing for 
loans aggregating $15,000,000 evidenced by a like principal amount of the Company’s 356% Junior 
Subordinated Notes due on April 1, 1967, and in paragraph 5 of the agreements dated April 15, 
1955 between the Company and 29 institutional purchasers providing for the sale of $30,000,000 
aggregate principal amount of the Company’s 334% Junior Subordinated Notes due on April 1, 1973, 
and in paragraph 5 of the agreement dated December 13, 1955 between the Company and 1 institutional 
lender providing for a loan of $25,000,000 evidenced by the Company’s 4% % Junior Subordinated Note 
due on April 1, 1973 in like principal amount; (iv) that it is not necessary, in connection with the obtaining 
of said loan or loans from you and the execution and delivery of said Note or Notes to you under the 
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circumstances contemplated by this Agreement, to register any of the Notes under the Securities Act of 
1933, as amended at the date of closing, or to qualify an indenture in respect thereof under the Trust Inden- 
ture Act of 1939, as then in effect, and said Securities Act does not require the registration of any 
Notes or Debentures made and delivered in exchange for Notes as herein authorized, and, if you should 
in the future deem it expedient to sell any of the Notes or such Debentures (which you do not now 
contemplate or foresee), such sale would be an exempted transaction under said Securities Act and 
would not of itself require registration of the Notes or such Debentures under said Securities Act, 
assuming, if any such sale is made through an underwriter as defined in said Securities Act, that at the 
time of such sale you do not control, are not controlled by and are not under common control with the 
Company, directly or indirectly; and (v) as to such other matters incident to the matters herein contem- 
plated as you may reasonably request. 



















































(b) You shall have received from counsel for the Company a favorable opinion in form and sub- 
stance satisfactory to you and your special counsel as to the matters specified in subparagraph (a) above 
and to the effect that (i) the Company has the corporate power to carry on its business as now being 
conducted and is duly qualified as a foreign corporation to transact business and is in good standing in 
each state, country or other jurisdiction where, in the opinion of counsel for the Company, the nature of 
the business transacted by the Company makes such qualification necessary, and (ii) each subsidiary of 
the Company is duly organized and existing under the laws of its state or country of incorporation and is 
duly qualified as a foreign corporation to transact business and is in good standing in each state, country 
or other jurisdiction where, in the opinion of counsel for the Company, the nature of the business trans- 
acted by such subsidiary makes such qualification necessary. 


(c) The representations and warranties of the Company contained in paragraphs 2 and 8 hereof 
shall be true on and as of the date of closing with the same effect as though such representations and war- 
ranties had been made on and as of such date; there shall exist on the date of closing no condition, event 
or act which would constitute an event of default as defined in paragraph 7 hereof, and no condition, 
event or act which, with notice or lapse of time, or both, would constitute such an event of default; and 
the Company shall have delivered to you a certificate, dated the date of closing and signed by an Execu- 
tive Vice President or a Vice President and the Treasurer or an Assistant Treasurer of the Company, 
to such effect and to the effect that all agreements of the Company to be performed on or before the date 
of closing have been duly performed. 


(d) You shall have received the certificate of the Comptroller of the Company as of the date of closing 
to the effect that the Company owns receivables, instalment payment obligations, cash or cash on deposit 
to its order, pledged or unpledged, in an aggregate amount at least equal to the total of all of its obligations 
then outstanding for money borrowed by it in its own name, secured or unsecured; and for the purpose 
of such certificate there shall be excluded from said receivables and instalment payment obligations all 
receivables or instalment payment obligations which have been in default for a period of longer than 
60 days. 


(e) The investment by you in the Note being acquired on the closing date shall be permitted by 
the laws of the jurisdiction to which you are subject (other than the provisions of the last paragraph 
of subdivision 2 or the provisions of subdivision 15 of Section 81 of The New York Insurance Law or any 
similar provision of the laws of New York or of other jurisdictions); and you shall have received such 
certificates or other evidence as you may reasonably request to establish compliance with this condition. 

(f) Agreements providing for loans to the Company in an amount not less than $173,250,000 shall 
have been accepted by you and other lenders and the Company shall have consummated not less than 
99% in principal amount of the loans required to be made by the Agreements at or prior to December 18, 
1958 and November 5, 1959, respectively. 


(g) All proceedings to be taken in connection with the transactions contemplated by this Agreement 
and all documents incidental thereto shall be satisfactory in form and substance to you and your special 
counsel, and you shall have received copies of all documents which you may reasonably request in con- 
nection with said transactions and of all corporate proceedings in connection therewith, in form and 
substance satisfactory to you and your special counsel. 
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4. Prepayments. (a) The unpaid principal amount of the Notes shall be subject to prepayment, 
without premium, undcr the circumstances and subject to the conditions specified in paragraph 6(f) hereof 
(b) The unpaid principal amount of the Notes shall also be subject to prepayment, in whole at any 
time, or in part from time to time, at the option of the Company, at the principal amount so to be Prepaid 
plus a premium equal to the applicable percentage of the principal amount so being prepaid, determineg 
as follows: 7 


If Prepaid During If Prepaid During 

the 12 Months’ the 12 Months’ 

Period Beginning Applicable Period Beginning Applicable 
1958 5.00% 1968 i 2.50% 
1959 4.75 1969 : ame 
1960 4.50 1970 2.00 
1961 4.25 1971 1.75 
1962 4.00 1972 1.50 
1963 9 1973 1.25 
1964 3.50 1974 ' FS 
1965 3.25 1975 0.75 
1966... 3.00 1976 0.50 
1967 Zo 1977 0.25 


and if prepaid thereafter no premium shall be payable. 


(c) The unpaid principal amount of the Notes shall also be subject to prepayment, at the principal 
amount so to be prepaid plus a premium computed as hereinafter in this subparagraph (c) provided, 
as follows: 

(i) the Company may at its option at any one time (but only once) prepay $87,500,000 
aggregate principal amount of the Notes then outstanding (or may prepay the total unpaid princi- 


a prepayment pursuant to this clause (i) may be made only if the aggregate amount of all United 
States retail receivables of the Company and its consolidated subsidiaries at the time of notice of 
such prepayment does not exceed 60% of the largest aggregate amount of all United States retail 
receivables of the Company and its consolidated subsidiaries outstanding at any month-end from 
November 30, 1958 to the date of such notice of prepayment; or 

(ii) the Company may at its option at any one time prepay the aggregate principal amount 
of all of the Notes then outstanding; provided, however, that a prepayment pursuant to this clause 
(ii) may be made only if the aggregate amount of all United States retail receivables of the Com- 
pany and its consolidated subsidiaries at the time of notice of such prepayment does not exceed 
40% of the largest aggregate amount of all United States retail receivables of the Company and 
its consolidated subsidiaries outstanding at any month-end from November 30, 1958 to the date 
of such notice of prepayment. 


The premium payable on any prepayment of Notes pursuant to this subparagraph (c) shall be an amount 
equal to one-half the premium that would be payable if prepayment were made pursuant to the 
provisions of subparagraph (b) on the date of prepayment pursuant to this subparagraph (c). 


(d) No prepayment of Notes may be made pursuant to subparagraph (b) or (c) before November 
1, 1971, directly or indirectly as a part of, or in anticipation of, any refunding operation involving the 
incurring of funded indebtedness by the Company or any consolidated subsidiary if such funded indebted- 
ness has an interest rate or an interest cost to the Company or such subsidiary (calculated in accordance 
with accepted financial practice) of less than 5¥% % per annum. 


(e) No right of prepayment shall exist pursuant to subparagraph (c) unless at the time of notice 
of any such prepayment neither the Company nor any of its consolidated subsidiaries shall contemplate 
the creation or incurring of any United States indebtedness for borrowed money other than current 
indebtedness. 
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(f) If the Company shall elect to exercise any right of prepayment under subparagraph (b) or (c), it 
shall deliver, together with the notice of prepayment hereinafter in subparagraph (h) provided for, a 
Certificate in reasonable detail signed by an Executive Vice President or a Vice President and the Treasurer 
or an Assistant Treasurer of the Company to the effect that the applicable conditions for such prepayment 
have been met. 


(g) Except as provided in paragraph 6(f) hereof, if the Company shall at any time prepay less than 
all of the unpaid principal amount of the Notes at the time outstanding, the principal amount so to be 
prepaid shall be allocated among the respective Notes and holders thereof, so that the principal amount 
to be prepaid to each holder shall bear the same ratio to the aggregate principal amount then to be prepaid 
as the principal amount of the Notes then held by such holder bears to the aggregate principal amount 
of Notes then outstanding. 


(h) The Company shall give notice of each prepayment on any of the Notes not more than 60 days 
and not less than 30 days prior to the prepayment date. Such notice shall be mailed by registered mail to 
the respective payees named in the Notes to be prepaid or, if any subsequent holder of any Note shall have 
presented it to the Company for inspection and shall have notified the Company in writing of the acquisition 
by it of such Note and an address to which notices in respect thereof are to be mailed, such notice shall be 
mailed to such holder at such address instead of to the payee named in such Note. Each such notice shall 
specify the prepayment date and the Notes of such payee or holder, and principal amounts thereof, to be 
prepaid on such date and the premium, if any, applicable to such prepayment. Notice of prepayment 
having been given as aforesaid, the principal amount of the Note or Notes specified in such notice, together 
with interest thereon to the date of prepayment and together with the premium, if any, herein provided, 
shall become due and payable on the prepayment date. 


(i) Upon any partial prepayment of any Note, such Note shall, at the option of the holder thereof, 
be either (x) surrendered to the Company in exchange for a new Note referring to the same Agreement 
referred to in such surrendered Note payable to the order of such holder in a principal amount equal to 
the principal amount remaining unpaid on such surrendered Note and dated as of the date to which 
interest has been paid on such surrendered Note, or (y) made available to the Company at its office in 
New York, New York, for notation thereon of the portion of the principal so prepaid, except that, if 
you shall be the holder of such Note, such Note may be so made available at your office at the address 
set forth at the head of this Agreement or at such other place as you may designate and you may make 
the notation on such Note of any portion of the principal so prepaid, in which event you will promptly 
notify the Company of the making of such notation. 


5. Subordination. Anything in the Notes or the Agreements to the contrary notwithstanding, the 
indebtedness evidenced by the Notes shall be subordinate and junior in right of payment. in all respects, 
to all indebtedness for borrowed money of the Company, whether outstanding at the date of this Agree- 
ment or incurred after the date of this Agreement, which is not by its terms subordinate and junicr to 
other indebtedness of the Company. Such indebtedness of the Company to which the Notes are subordinate 
and junior is sometimes hereinafter referred to as “Superior Indebtedness”. Without limiting the effect of 
the foregoing, “subordinate” and “junior” as used herein shall include within their meanings the following: 
that (i) in the event of any insolvency or bankruptcy proceedings, and any receivership, liquidation, reor- 
ganization or other similar proceedings in connection therewith, relative to the Company or its creditors or 
its property, and in the event of any proceedings for voluntary liquidation, dissolution or other winding 
up of the Company, whether or not involving insolvency or bankruptcy proceedings, then all principal, 
premium, if any, and interest on all Superior Indebtedness shall first be paid in full, or such payment be 
provided for, before any payment on account of principal, premium, if any, or interest is made upon the 
indebtedness evidenced by the Notes, and in any such proceedings any payment or distribution of any kind 
or character, whether in cash or property or securities, which may be payable or deliverable in respect of 
the Notes shall be paid or delivered directly to the holders of such Superior Indebtedness for application in 
payment thereof, unless and until such Superior Indebtedness shall have been paid and satisfied in full or - 
such payment and satisfaction shall have been provided for; provided, however, that in the event that pay- 
ment or delivery of such cash, property or securities to the holders of the Notes is authorized by an order 


5 








606 AUTO FINANCING LEGISLATION 


or decree made by a court of competent jurisdiction in a reorganization proceeding under any applicable 
law and giving effect to the provisions hereinbefore set forth for the subordination of the Notes to the 
Superior Indebtedness, no payment or delivery of such cash, property or securities shall be made to the 
holders of Superior Indebtedness, and also no such delivery shall be made of securities which are issued by 
the Company, as reorganized, or by the corporation succeeding to the Company or acquiring its property 
and assets, pursuant to a plan of reorganization or upon the dissolution or liquidation of the Company, and 
which are subordinate and junior to the payment of all Superior Indebtedness (or securities substituted 
therefor) then outstanding; and provided, further, that the provisions of this clause (i) shall not apply toa 
dissolution or winding up made in connection with a merger, consolidation, sale, lease, transfer or other 
disposal not prohibited by paragraph 6(c)(2) of this Agreement; and (ii) in the event that pursuant 
to paragraph 7 of this Agreement any Note is declared due and payable because of the occurrence of an 
event of default described in said paragraph 7 (under circumstances when the provisions of the foregoing 
clause (i) shall not be applicable), the holders of the Notes shall be entitled to payment only after there 
shall first have been paid in full, or such payment shall have been provided for, on the Superior Indebted. 
ness outstanding at the time a Note first so becomes due and payable because of such event of default, 
all principal, premium, if any, and interest becoming due and payable on such Superior Indebtedness 
within 1 year after such Note so becomes due and payable. No present or future holder of Superior 
Indebtedness shall be prejudiced in his right to enforce subordination of the Notes by any act or failure 
to act on the part of the Company. The provisions of this paragraph are solely for the purpose of 
defining the relative rights of the holders of Superior Indebtedness on the one hand, and the holders of the 
Notes on the other hand, and nothing herein shall impair, as between the Company and the holder of 
any Note, the obligation of the Company, which is unconditional and absolute, to pay to the holder thereof 
the principal, premium, if any, and interest thereon in accordance with its terms and the provisions hereof, 
nor shall anything herein prevent the holder of a Note from exercising all remedies otherwise permitted 
by applicable law or hereunder upon default hereunder, subject to the rights, if any, under this paragraph 
of holders of Superior Indebtedness to receive cash, property or securities otherwise payable or deliverable 
to the holders of the Notes. 


6. Covenants. (a) The Company covenants that, so long as you shall hold any Note, it will 
deliver to you (i) as soon as practicable and in any event within 60 days after the close of each of 
the first 3 quarters of each fiscal year of the Company, the consolidated balance sheet of the Com- 
pany and its consolidated subsidiaries as at the end of such quarter and the statement of consoli- 
dated income and statement of consolidated surplus of the Company and its consolidated subsidiaries 
for the portion of such fiscal year preceding the end of such quarter, and a statement of the largest 
aggregate amount of all United States retail receivables of the Company and its consolidated subsidiaries 
outstanding at any month-end during the portion of such fiscal year preceding the end of such quarter, 
all in reasonable detail and certified by a principal financial officer of the Company; (ii) as soon as 
practicable and in any event within 120 days after the close of each fiscal year of the Company, the 
consolidated balance sheet of the Company and its consolidated subsidiaries as at the end of such fiscal 
year, and the statement of consolidated income and statement of consolidated surplus of the Company 
and its consolidated subsidiaries for such fiscal year, and a statement of the largest aggregate amount 
of all United States retail receivables of the Company and its consolidated subsidiaries outstanding 
at any month-end during such fiscal year, all (except for the statement of amount of retail receivables) 
in detail comparable to the audited financial statements of the Company and its consolidated subsidiaries 
referred to in paragraph 8(b) hereof and certified by independent public accountants of recognized 
standing selected by the Company, and together with a written statement of such accountants that, 
in making their examination, they obtained no knowledge of any default in the performance of any 
of the provisions of the Agreements or Notes; and (iii) with reasonable promptness, such other 
financial data as you may reasonably request. Together with each delivery of financial statements 
required by subdivision (ii) above, the Company will deliver to you a certificate of an authorized 
financial officer of the Company to the effect that there exists no condition, event or act which constitutes 
an event of default as defined in paragraph 7 hereof, and no condition, event or act which, with notice 
or lapse of time, or both, would constitute such an event of default, or, if any such condition, event or 
act exists, specifying the same. Your rights under this subparagraph (a), other than clause (ii) above, 
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shall not pass to any subsequent holder of the Note or Notes delivered to you hereunder, but shall pass 
to any Trustee under the Indenture provided for in paragraph 6(f) hereof. At your request, all financial 
statements to be delivered to you pursuant to this subparagraph (a) will be delivered to you in duplicate, 
and you are hereby authorized to deliver a copy of any such financial statement to any regulatory body 
having jurisdiction over you. 


(b) The Company covenants that, so long as you shall hold any Note, it will permit any person 
designated by you in writing to visit and inspect, at your expense, any of the properties, corporate books 
and financial records of the Company and its subsidiaries, and to discuss the affairs, finances and accounts 
of any such corporations with the principal officers of the Company, all at such reasonable times and as 
often as you may reasonably request. 


(c) The Company covenants that, without the prior written consent of the holder or holders of at 
least two-thirds of the principal amount of the Notes then outstanding, it will not: 


(1) At any time pledge or otherwise subject to any lien any of its property or assets without 
thereby expressly securing the due and punctual payment of the Notes equally and ratably (subject 
to subordination of the Notes as to right of payment, as provided in paragraph 5 hereof) with any 
and all other obligations and indebtedness secured by such pledge or other lien and that if and when 
any such pledge or other lien is created, the Notes will be so secured; provided, however, that this 
restriction shall not apply to (i) the pledge of any assets to secure any financing by the Company of 
the exporting of goods to or between, or the marketing thereof in, foreign countries (other than 
Canada), in connection with which the Company reserves the right, in accordance with customary 
and established banking practice, to deposit, or otherwise subject to a lien, cash, securities or 
receivables, for the purpose of securing banking accommodations or as the basis for the issuance 
of bankers’ acceptances or in aid of other similar borrowing arrangements; (ii) the pledge of 
receivables payable in foreign currencies (other than Canadian) to secure borrowings in foreign 
countries (other than Canada); and (iii) amy deposit of assets of the Company with any surety 
company or clerk of any court, or in escrow, as collateral in connection with, or in lieu of, any 
bond on appeal by the Company from any judgment or decree against it, or in connection with other 
proceedings in actions at law or in equity by or against the Company; or 


(2) Merge or consolidate with any other corporation or sell, lease or transfer or otherwise 
dispose of all or substantially all of its assets to any person, firm or corporation, except that the 
Company may merge or consolidate, or sell or dispose of all or substantially all of its assets, provided 
that (i) either the Company shall be the continuing corporation, or the successor corporation (if 
other than the Company) shall be a corporation organized and existing under the laws of the 
United States of America or a state thereof and such corporation shall assume all of the obligations 
of the Company under this Agreement and the Notes, including all covenants herein and therein 
contained, and (ii) the Company or such successor corporation, as the case may be, shall not, imme- 
diately after such merger or consolidation, or such sale or other disposition, be in default under any 
of such obligations. 


(d) The Company covenants that, so long as any of the Notes shall remain outstanding, it will at all 
times maintain the aggregate of the capital stock and surplus of the Company and its consolidated 
subsidiaries (determined on a consolidated basis and in accordance with generally accepted accounting 
principles and practices) at an amount at least equal to (i) 100% of the aggregate amount then out- 
standing of the Notes and other Senior Subordinated Indebtedness of the Company or (ii), in the event 
that General Motors Corporation shall have ceased to be the owner of substantially all of the capital stock 
of the Company (otherwise than as a result of a merger or consolidation of the Company into or with 
General Motors Corporation, or of a dissolution or winding up of the Company made in connection with 
a sale or other disposal to General Motors Corporation of all or substantially all of its assets, not pro- 
hibited by paragraph 6(c)(2) of this Agreement), 150% of the aggregate amount then outstanding of 
the Notes and other Senior Subordinated Indebtedness of the Company. As used in this Agreement, _ 
the term “Senior Subordinated Indebtedness” means all indebtedness for borrowed money of the Com- 
pany, whether outstanding on the date of this Agreement or incurred after the date of this Agreement, 
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which provides for the subordination of such indebtedness only to the Superior Indebtedness of the 
Company. 


(ce) The Company agrees at any time, at its expense, at the request of the holder of any Note, and 
upon surrender of such Note for such purpose, to execute and deliver new Notes referring to the same 
Agreement referred to in such surrendered Note in exchange therefor in an aggregate principal amount 
equal to the unpaid principal amount of such Note dated as of the date to which interest has been paid 
on the Note so surrendered and payable to the order of such person or persons and in such denomination 
or denominations as such holder may request; provided, however, that each such new Note shall be in the 
denomination of the Note surrendered or $100,000 or a multiple thereof, except that upon any such sur. 
render of a Note one such new Note shall be in the denomination of the amount, if any, by which the unpaid 
principal amount of the Note surrendered shall exceed the largest multiple of $100,000 included in saig 
unpaid principal amount, and except that in the event such surrendered Note is surrendered for exchange 
for new Notes to provide for the distribution or division of, or upon the termination or liquidation in whole 
or in part of, a trust or fund for or in which such surrendered Note is held, the new Notes issued in 
exchange therefor may be in any denomination necessary to permit such distribution or division, 


(f) The Company agrees that upon the written request from one or more of the lenders under the 
Agreements (including yourself) who at the time hold in the aggregate at least 25% of the aggregate 
principal amount of Notes at the time outstanding, the Company will, at its expense, as promptly as 
is reasonably possible, execute and deliver to a bank or trust company having a capital and surplus, 
as shown by its last published report to its stockholders, of not less than $5,000,000 and having its prin- 
cipal office in the Borough of Manhattan, the City and State of New York, an Indenture providing for 
the issuance, and will authorize the issuance thereunder, of a principal amount of Debentures equal to 
the unpaid principal amount of the Notes then outstanding. Such Indenture and the Debentures issued 
thereunder shall, in so far as may be appropriate, respectively embody the substance of all of the terms, 
covenants, conditions and provisions of the Agreements and of the Notes and all customary formal pro- 
visions, and shall provide for coupon Debentures in the denomination of $1,000, and registered 
Debentures without coupons in the denomination of $1,000 or any multiple thereof. Said Indenture 
and Debentures shall be in form satisfactory to you and your counsel. Thereafter upon surrender 
of any Note by the holder thereof, the Company without charge shall deliver to or upon the order of 
such holder in exchange therefor Debentures in such authorized form and denomination as such holder 
may elect, bearing interest from the date to which interest shall have been paid on the Note so surrendered 
and in an aggregate unpaid principal amount equal to the largest multiple of $1,000 represented by the 
unpaid principal amount of the Note surrendered, together with a cash adjustment for unpaid principal 
and interest to the extent not represented by the Debentures so delivered on such exchange. In the event 
of the execution of an Indenture and the taking of the action by the Company in respect of the Debentures 
as in this subparagraph (f) provided, you agree that you will, at the request of the Company, exchange 
all of the Notes then held by you for Debentures as soon as practicable after receiving such request. If 
at the time of the issue of the Debentures in exchange for the Notes qualification of said Indenture shall, 
in the opinion of your counsel, be required or advisable under the provisions of the Trust Indenture Act 
of 1939, as then in force, or any similar Federal statute then in force, or, if registration of said Debentures 
shall, in the opinion of your counsel, be required or advisable under the Securities Act of 1933, as then 
in force, or any similar Federal statute then in force, the Company will, if requested by you or any of the 
aforesaid other original lenders in writing, at the expense of the Company, use its best efforts to qualify 
said Indenture and to register said Debentures under said statutes and keep such qualification and 
registration effective. The foregoing coyenants in this subparagraph (f) are subject to the provision 
that, in lieu of such execution and delivery of such Indenture and of Debentures thereunder or of such 
qualification of such Indenture or such registration of such Debentures, the Company may, within 120 days 
after the receipt of such written request, offer to prepay the unpaid principal amount of the Notes within 
45 days thereafter, without premium, and shall give notice of such offer in the manner provided in para- 
graph 4(h) hereof, and such notice shall constitute a notice of prepayment with the force and effect pro- 
vided in said paragraph 4(h) except that, if on or before 15 days prior to such prepayment date, the 
Company shall have received notice in writing from the holder of any Note or Notes that it does not accept 
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the aforesaid offer of prepayment, the Company shall not prepay the Notes of such holder and such Notes 
shall continue in full force and effect as though none of such requests and no such offer had been made 


* pursuant to this subparagraph (f). The election of any such holder not to accept such offer of prepayment 


shall not, however, in any way affect the obligation of the Company to prepay all of the Notes of holders 
who shall not have given any such notice of non-acceptance, and the Company will prepay such Notes 
on the prepayment date, as provided in said paragraph 4(h). 


7. Events of Default. If any of the following events of default occur: If (i) the Company defaults 
in the payment of the principal of, or premium, if any, on, any Note or any part thereof when the same 
shall become due and payable, either by the terms thereof or otherwise as herein provided; or (ii) the 
Company defaults in the payment of any instalment of interest on any Note for more than 30 days after 
the same shall have become due; or (iii) the Company defaults in any payment of principal of or interest 
on any other obligation for borrowed money for a period longer than any period of grace provided in 
such obligation (including any obligation secured by purchase money mortgages upon which the Company 
has any liability) or in the performance of any other term, condition or covenant contained in any agree- 
ment under which any such obligation is created the effect of which default is to cause, or permit the holder 
of such obligation to cause, sucii obligation to become due prior to its stated maturity; or (iv) any material 
representation made by the Company herein or otherwise in writing in connection with any of the Agree- 
ments shall prove to have been false in any material respect on the date as of which made or reaffirmed; or 
(v) the Company defaults in the performance of any agreement contained in subparagraphs (c), (d) or 
(f) of paragraph 6 hereof; or (vi) the Company defaults in the performance of any other term, condition 
or agreement contained in any of the Agreements and such default shall not have been remedied within 30 
days after written notice thereof shall have been received by the Company from the holder of any Note 
stating the specific default or defaults; or (vii) the Company makes an assignment for the benefit of credi- 
tors or is adjudicated bankrupt; or (viii) a trustee or receiver of the Company, or of any substantial part of 
the assets of the Company, is appointed (other than a trustee or receiver appointed as a procedural matter 
in connection with a voluntary dissolution of a subsidiary), and if appointed in a proceeding brought against 
the Company, the Company by any action indicates its approval of, consent to or acquiescence in such 
appointment, or within 60 days after such appointment, such appointment is not vacated, or stayed on 
appeal or otherwise, or shall not otherwise have ceased to continue im effect; (ix) any proceedings 
involving the Company are commenced by or against the Company under any bankruptcy, reorganization, 
arrangement, insolvency, dissolution, liquidation or other similar law or statute of the Federal government 
or any state government, and if such proceedings are instituted against the Company, the Company by 
any action indicates its approval of, consent to or acquiescence therein, or an order shall be entered 
approving the petition in such proceedings and, within 60 days after the entry thereof, such order is not 
vacated, or stayed on appeal or otherwise, or shall not otherwise have ceased to continue in effect; or (x) 
the Superintendent of Banks of the State of New York or other state officer shall take possession of 
the business and property of the Company and the Company by any action indicates its approval thereof, 
consent thereto or acquiescence therein, or such possession is taken without such approval, consent or 
acquiescence of the Company and, in the event of a duly instituted proceeding by the Company to enjoin 
the Superintendent from continuing such possession, the final decree or judgment or order in such pro- 
ceeding does not, within 180 days after taking such possession, in substantial effect enjoin the Super- 
intendent from continuing such possession, or the Superintendent does not, within said period, in his 
discretion surrender such possession and permit the Company to resume business; then and in every 
such event, each Note may, by notice in writing to the Company, be declared due and payable 
by the holder thereof and such Note shall thereupon forthwith become and be due and payable without 
any presentment, demand, protest or other notice of any kind (all of which are hereby expressly waived, 
anything herein or in the Notes to the contrary notwithstanding), provided such event of default shall be 
continuing at the time of any such declaration in respect thereof from any holder of any of the Notes. If 
any holder of a Note shall so declare a Note due and payable or give any notice to the Company or take any 
other action in respect of any such default or event of default, the Company will forthwith give written 
notice, in the manner provided in paragraph 4(h) hereof, to the other holders of Notes then outstanding, 
specifying such action and the nature of such default or event of default. 
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8. Certain Representations and Warranties. The Company represents and warrants: 


(a) The Company is a corporation duly organized and existing under the laws of the State of New 
York, has the power to own its property and to carry on its business as now being conducted, and is 
duly qualified to do business and is in good standing in every state, country or other jurisdiction in which 
the nature of the business conducted by it makes such qualification necessary. Each subsidiary of the 
Company is duly organized and existing under the laws of the state or country of its incorporation and is 
duly qualified to do business and is in good standing in every state, country or other jurisdiction in which 
the nature of the business conducted by it makes such qualification necessary. 


(b) (i) The consolidated balance sheets of the Company and its consolidated subsidiaries as of 
December 31, 1953, 1954, 1955, 1956 and 1957, respectively, and the statements of consolidated 
income and statements of consolidated surplus of the Company and its consolidated subsidiaries for 
the years ended December 31, 1953, 1954, 1955, 1956 and 1957, respectively (said financial statements 
being certified by Haskins & Sells), copies of all of which statements, including the related notes and 
explanatory comments have previously been delivered to you, are correct and fairly present, respectively, 
the consolidated financial condition of the Company at such dates and the results of its consolidated 
operations for such periods. All such financial statements have been prepared in accordance with gen- 
erally accepted accounting principles and practices consistently applied (except as noted therein or in the 
accompanying certificates) by the Company and its consolidated subsidiaries throughout the periods 
involved, 


(ii) The Company has previously delivered to you a copy of its Prospectus dated February 18, 
1958 relating to the public offering of its 21-year 4% Debentures Due 1979. The statements contained 
in said Prospectus were true and correct as of the date thereof and said Prospectus did not omit to state 
any material fact necessary to make the statements contained therein not misleading as of the date thereof, 


(iii) There have been no material adverse changes in the condition, financial or otherwise, of 
the Company and its subsidiaries since February 18, 1958. 


(c) The net earnings of the Company available for its fixed charges (as the terms “net earnings 
available for fixed charges” and “fixed charges” are defined in Section 81(2) of the Insurance Law of 
the State of New York) for the period of 5 fiscal years next preceding the date hereof have averaged 
per year not less than 1% times the average annual fixed charges of the Company applicable to such 
period, and during the last year of such period have been pot less than I times the fixed charges of the 
Company for such year. 


(d) There are no actions or proceedings pending or, to the knowledge of the Company, threatened 
against the Company or any subsidiary before any court or administrative agercy the unfavorable out- 
come of which would impair the ability of the Company to pay the principal of and interest on the Notes 
when due; and neither the Company nor any of its subsidiaries has any knowledge of any substantial 
default in respect of any order, writ, injunction, judgment or decree of any court or administrative agency. 


(e) The Company and its subsidiaries have good and marketable title to their respective properties 
and assets including the properties and assets reflected in the consolidated balance sheet as of December 
31, 1957 hereinabove described (except any of such properties and assets which shall have been sold or 
otherwise disposed of in the ordinary course of business since said date), subject to no liens, mortgages, 
pledges, encumbrances or charges of any kind except pledges and liens of the character described in 
clauses (i), (ii) and (iii) of subparagraph (1) of paragraph 6(c) hereof. 


(f) The Company is not a party to any contract or agreement or subject to any charter or other 
corporate restriction which materially and adversely affects its business, properties or assets, or financial 
condition, and neither the execution nor delivery of the Agreements, nor the consummation of the trans- 
actions therein contemplated, nor the compliance with the terms and provisions thereof and of the Notes 
will conflict with, or result in a breach of the terms, conditions or provisions of, or constitute a default 
under, the charter or by-laws of the Company or of any agreement or instrument to which the Company 
is now a party or which it has assumed. 
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(g) The Company and its consolidated subsidiaries had outstanding at the date hereof no funded 
indebtedness except as set forth in the list of “Notes, Loans, and Debentures Payable, and Subordinated 
Indebtedness” dated October 31, 1958, delivered to you herewith, and such list correctly includes all 


current and funded indebtedness of the Company and its consolidated subsidiaries as of such date. 


9. Definitions for the purpose of this Agreement: 


(a) The term “United States indebtedness for borrowed money” shall mean all indebtedness for 
borrowed money incurred in connection with the business of the Company and its consolidated subsidiaries 
carried on in the states and territories of the United States, and Puerto Rico. 


(b) The term “current indebtedness” shall mean any United States indebiedness for borrowed 
money (other than inter-company indebtedness) which is payable on demand or within a period of 
one year from the date of the creation thereof, but shall not include any such indebtedness which is 
renewable or extendable at the option of the obligor to a date more than one year from the date of the 
creation thereof. 


(c) The term “funded indebtedness” shall mean any United States indebtedness for borrowed money 
other than current indebtedness. 


(d) The term “consolidated subsidiaries” means all subsidiaries of the Company other than insurance 
company and insurance brokerage company subsidiaries. 


(e) The term “inter-company” when applied to indebtedness of the Company and its consolidated 
subsidiaries shall include only indebtedness owing to one of said corporations by another of said cor- 
porations. 


(f) The term “United States retail receivables” shall mean all amounts owing to the Company 
and its consolidated subsidiaries on receivables arising out of the financing of dealers’ retail instalment 
sales in the states and territories of the United States, and Puerto Rico. 


10. Amendments. After notice given by the Company to the holders of all Notes at the time 
outstanding, the Company and the holders of not less than 6673 % in aggregate principal amount of the 
Notes at the time outstanding may from time to time and at any time enter into an agreement or agreements 
supplemental to the Agreements for the purpose of adding any provisions to or changing in any manner 
or eliminating any of the provisions of the Agreements or of any supplemental agreements or of modifying 
in any manner the rights of the holders of the Notes; provided, however, that no such supplemental 
agreement shall (i) extend the fixed maturity of any Notes, or reduce the principal amount thereof, or 
reduce the rate or extend the time of payment of interest thereon, or reduce the premium on prepayment 
thereof, without the consent of the holder of each Note so affected, or (ii) reduce the aforesaid percentage 
of Notes, the agreement of the holders of which is required for any such supplemental agreement, without 
the agreement of the holders of all Notes then outstanding, or (iii) change or modify in any manner 
your commitment to make loans to the Company under this Agreement or the conditions relative thereto 
set forth in paragraph 3 hereof. 


Promptly after execution by the Company and holders of Notes of a supplemental agreement pursuant 
to the provisions of this paragraph, the Company shall deliver a copy of such supplemental agreement 
to all holders of Notes at the time outstanding. 


11. Miscellaneous. (a) Notwithstanding any provision to the contrary in the Notes contained, 
the Company will pay all amounts payable to you in respect of the principal of or premium or interest on 
any of the Notes then held by you at your office at the address to which this Agreement is addressed 
or at such other address as you may notify the Company in writing, but your rights under this sentence 
shall not pass to any subsequent holder of the Note or Notes delivered to you hereunder. You agree 
that if you sell or transfer any Note, you will notify the Company thereof and of the name and address of 
the transferee of such Note, and you will prior to the delivery of the Note make a notation on such 
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Note of the date to which interest has been paid on such Note and if not theretofore made a notation og 
such Note of the extent to which any payment has been made on account of the principal thereof. 


(b) Upon receipt by the Company of evidence satisfactory to it of the loss, theft, destruction o, 
mutilation of any Note and of indemnity satisfactory to it, and upon reimbursement to the Com 
af all reasonable expenses incidental thereto, and upon surrender and cancellation of any such Note if 
mutilated, the Company will make and deliver a new Note in the form of Exhibit A hereto in lieu of any 
such Note so lost, stolen, destroyed or mutilated. Any new Note made and delivered in accordance with 
the provisions of this subparagraph (b) shall be dated as of the date to which interest had been paid on the 
Note so lost, stolen, destroyed or mutilated. 


(c) The Company agrees to pay, and save you harmless against liability for the payment of, alj 
out-of-pocket expenses arising in connection with this transaction, including all liabilities in respect of 


any Federal documentary stamp taxes which may be payable or be determined to be payable in respect | 
of the execution and delivery of this Agreement or an indenture pursuant to paragraph 6(f) hereof, or of | 


any Note or Debenture under this Agreement or such an indenture, or of any modification of any thereof 
or any waiver or consent under or in respect of any thereof, and the reasonable fees and expenses of your 
special counsel. 


(d) All representations and warranties contained herein or made in writing by the Company in 
connection herewith shall survive the execution and delivery of this Agreement and of the Note or Notes 
delivered to you. 


(e) Except in so far as otherwise expressly provided herein, all covenants and agreements in this 
Agreement contained by or on behalf of either of the parties hereto shall bind and inure to the benefit 
of the respective successors and assigns of the parties hereto whether so expressed or not. 


(f) All communications provided for hereunder shall be sent by first class registered mail and, if to 
you, addressed to you in the manner in which this Agreement is addressed and, if to the Company, at its 
offices at 1775 Broadway, New York 19, New York, attention Comptroller, or to such other address 
as either party may designate to the other in writing. 


(g) This Agreement is being delivered and shall be construed and enforced in accordance with the 
laws of the State of New York. 


(h) This Agreement may be executed simultaneously in two or more counterparts, each of which 
shall be deemed an original but all of which together shall constitute one and the same instrument. 


If you are in agreement with the foregoing, please sign the form of acceptance on the enclosed 
counterpart of this letter and return the same to the undersigned, whereupon this letter shall become a 


binding agreement between you and the undersigned. 
Very truly yours, 


GENERAL Motors ACCEPTANCE CORPORATION 


Executive Vice President 


The foregoing Agreement is hereby accepted as of 
the date first above written. 
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otation on 
of. 
: FORMS OF SIGNATURES OF LENDERS 
ruction or 
a Pany . MerropotitaN Lire INsuRANCE COMPANY SHELL Provipent FunpD 
mn Nes By H. HucH McConnet By J. P. McKeon 
cu of any Second Vice President Manager 
lance with By Rotanp Maycocx 
aid on the Associate General Counsel Tem Tasvenens Inoue Conmiier 
By D. M. DurFietp 
Tue PRUDENTIAL INSURANCE COMPANY OF AMERICA Vice President 
rat of, all By Monroe CHAPPELEAR 
respect of Vice President 
in respect Sun Lire Assurance COMPANY OF CANADA 
i 
eof, orof | Connecricur GeNnerat Lire INsurance CoMPANY By R. L. eee 
or Presiden 
ny thereof By James H. Torrey 
, : By P. R. MacGisson 
V Presid 
es of your Second Vice President Par Sunita 
Joun Hancock Mutual Lire INsuraNce CoMPANY 
mpany in By Joun Q. ADAMS ATWELL AND COMPANY 
: or Notes Assistant Treasurer By G. TEMPLETON 
A Member 
New York Lire INsuRANCE COMPANY 
ats in this By Witson M. UNDERWOOD HARVARD AND COMPANY 
he benefit Second Vice President By J. W. Prtssury 
Partner 
i Tue NoRTHWESTERN Mutuat Lire INsurRaNCeE COMPANY 
and, if to By Peter B. LancMumR NATIONAL BANK oF Detrorr 
any, at its Vice President in its Various Fiduciary Capacities 
t address By Frank W. HausMANN, Jr. 
Tue Mutua Benerit Lire insurance Company Vice President and Assistant Trust Officer 
. Ws. L. PHILLIPs 
> with the by 


Vice President MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


By Freperic W. WatTriss 
of which Tue Connecticut Mutuar Lire INsurANCE COMPANY Assistant Treasurer 


By GayLorp C. Wem 


} Assi. Vice President, I t 
RE eS Ces Sea Tue BANK For Savines IN THE CrTy or New York 
; enclosed By F. S. WaSSMANN 
become a | YALE Universiry Vice President 
By Racpu W. Ha sey, Jr. 
Associate Treasurer 
CONTINENTAL ILLinois NATIONAL BANK AND TRUST 
for Vari CoMPANY OF CHICAGO, not Individually, but in 
THe CHase MANHATTAN Bank as Trustee for Various Various Fiduciary Capacities 
Pension Trusts 
RATION : By Wayne R. BENNETT 
By James J. O'Brien Vice President 
Vice President Attest: E. W. W 
weueene Assistant Secretary 
ead General ELEcTRiC Psnsion Trust 
By E. G. Kintocu 
Trustee General ELectric EDUCATIONAL AND CHARITABLE FuND 
By J. D. Locxron By E. G. Kmytoca 
Trustee Trustee 
By J. D. Locxron 
New ENGLAND Mutuat Lire Insurance ComPaNy Trustee 
By P. S. GarrHer 
Vice President PHoeNntx Mutuat Lire Insurance ComPANY 
By Lynpes B. Stong 
Suzi, Pension Trust Executive Vice President 
By J. P. McKeon By A. C. Ryper 


| Manager Secretary 
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StaTe FarM MuTuaL AUTOMOBILE INSURANCE COMPANY 


By Joun D. Woo ence, Jr. 
Vice President 


THe NorTHERN Trust COMPANY 
as Trustee of Various Pension Trusts 


By B. C. Korscnor 
Second Vice President 


CONFEDERATION LIFE ASSOCIATION 


By Ws. J. FarMerY 
Vice President 


By R. E. MALONE 
Assistant Treasurer 


KNIGHTS OF COLUMBUS 


By Luxe E. Harr 
Supreme Knight 


THe MANHATTAN Savincs BANK 


By Witrarp K. DenTon 
President 


STaTe FaRM Lire INSURANCE COMPANY 


By Joun D. Woo.enace, Jr. 
Vice President 


Tae UNIVERSITY OF ROCHESTER 


By H. W. Tare 
Financial Vice President 


Tre YounG MEN’s CurisTIAN ASSOCIATION RETIREMENT 
Funb 


By Eart W. BraNDENBURG 
Executive Secretary 


SapaT Co. 


By R. T. Paros 
Authorized Signature 


ROCHESTER SAVINGS BANK 


By Leon S. BENHAM 
Vice President 


THE TRUSTEES OF AMHERST COLLEGE 


By Paut D. WEATHERS 
Treasurer 


Axe-HouGHTON Funp B, Inc. 


By Cuares T. MEYER 
Assistant Treasurer 


WELLESLEY COLLEGE 


By Henry A. Woon, Jr. 
Treasurer 


Boston MuTuat Lire INSURANCE COMPANY 


By Leo H. Leary 
Vice President 


EMPpLoYEEs’ RETIREMENT SYSTEM OP THE CITY oF 
NORFOLK 


By W. A. CHARTERS 
Chairman 


FARMERS NEw Wor_p Lire INSURANCE COMPANY 


By Gorpon F. WINN 
Vice President 


HaRE AND COMPANY 


By T. F. Cox 
A Partner 


HARVARD-YENCHING INSTITUTE 


By FRANKLIN SANDERS 
Authorized Signature 


Patriot Lire INsuRANCE COMPANY 


By STERLING HARRISON 
Vice President 


Securiry-Fimst NATIONAL BANK oF Los ANGELES 


By P. D. Dopps 
Senior Vice President 


Swiss AMERICAN CORPORATION 


By O. pe NEUFVILLE 
President 


Mrs. ANNE WAGNER 
By ANNE WAGNER 


Tue NorTHERN Trust COMPANY as Agent for an 
Institution 
By B. C. Korscuor 
Second Vice President 


i ee ae ee ae 


mam 
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EXHIBIT A 


5% % Subordinated Note 


New York, N. Y. 


















FOR VALUE RECEIVED, the undersigned, GENERAL MOTORS ACCEPTANCE 
CORPORATION, a corporation organized and existing under the laws of the State 
af Now York, hereby promises to pay tO ..............0.s:cccscccsssesesesssnssssenssseevetadesavessionsn 


rate of 548% per annum from the date hereof until the principal hereof shall 
have become due and payable, payable semi-annually (on the basis of a 360-day 
year—30-day month) on the first days of May and November in each year, 
commencing with 


Payments of principal, premium, if any, and interest are to be made at the 
principal office of The First National City Bank of New York, in the Borough of 
Manhattan, the City and State of New York, in lawful money of the United States. 


This Note is delivered pursuant to, and is entitled to benefits under, the Senior 
Subordinated Loan Agreement dated November 14, 1958, between General Motors 
Acceptance Corporation and 


As provided in said Agreement, (i) this Note is subordinate to certain other 
indebtedness of General Motors Acceptance Corporation and is subject to prepay- 
ment, in whole or in part, in certain cases without premium, and in other cases 
with a premium, as specified in said Agreement, (ii) in case an event of default 
under said Agreement shall occur and be continuing, the principal of this Note 
may be declared due and payable in the manner and with the effect provided in 
said Agreement, and (iii) this Note and said Agreement are subject to amendment 
as provided therein. 


GENERAL Motors ACCEPTANCE CORPORATION 


COR OR EERE REE OEE TOES TEESE EES « =§=§=—- PH EEEEESEHEEEEESHSOS SOC OS OSCR SEESSEEETS 
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Name and Address 
of Lender 


METROPOLITAN Lire INSURANCE COMPANY 
One Madison Avenue 
New York 10, New York 


THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
P. O. Drawer 594 
Newark 1, New Jersey 


CONNECTICUT GENERAL Lire INSURANCE COMPANY 
Hartford, Connecticut 


JoHN Hancock Mutual Lire INSURANCE COMPANY 
200 Berkeley Street 
Boston 17, Massachusetts 


New York Lire InsuRANCE COMPANY 
51 Madison Avenue 
New York 10, New York 


THe NORTHWESTERN MUTUAL LiFe INSURANCE COMPANY...... 
720 East Wisconsin Avenue 
Milwaukee 2, Wisconsin 


Tue Mutuat Benerir Lire INSURANCE COMPANY... 
520 Broad Street 
Newark 1, New Jersey 
























THe CoNNECTICUT MUTUAL Lire INSURANCE COMPANY..... 
140 Garden Street 
Hartford 15, Connecticut 


FI ioc smescssssetocssare 

105 Wall Street 

New Haven, Connecticut 

Tue CHASE MANHATTAN BANK as Trustee for Various Pension 
40 Wall Street 

New York 15, New York 


GENERAL ELECTRIC PENSION TRUST.... 


570 Lexington Avenue 
New York 22, New York 


New ENGLAND MuTuAL Lire INSURANCE COMPANY.......... 


501 Boylston Street 
Boston 17, Massachusetts 


SHELL PENSION TRUST............... 
50 Broadway 
New York 4, New York 
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EXHIBIT B 





7——-Amount of Notes to be Issued and Delivered — 
to be Made by 
Delivery for 
Cancellation of 
Like Principal 
Amount of 3% 
Subordinated Notes Against Payment to 
due 1959 be Made in Cash =» Aggregate 
$37,500,000 $25,000,000 $62,500,000 
10,000,000 15,000,000 25,000,000 
aah 10,000,000 10,000,000 
4,500,000 5,500,000 10,000,000 
10,000,000 — 10,000,000 
6,500,000 2,000,000 8,500,000 
5,000,000 1,000,000 6,000,000 
aod 4,000,000 4,000,000 
4,000,000 — 4,000,000 
— 3,600,000 3,600,000 
2,600,000 — 2,600,000 
1,800,000 700,000 2,500,000 
ah 2,500,000 2,500,000 








Aggregate 
$62,500,000 


25,000,000 


10,000,000 


10,000,000 


10,000,000 


8,500,000 


6,000,000 


4,000,000 


3,600,000 


2,600,000 


2,500,000 


2,500,000 
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Name and Address 
of Lender 
SHELL PROVIDENT FUND 


50 Broadway 
New York 4, New York 


Tue TRAVELERS INSURANCE COMPANY 

100 Main Street 

Bartford 15, Connecticut 

Sun LiFE ASSURANCE COMPANY OF CANADA... 

Dominion Square 

Montreal 2, Quebec, Canada 

ATWELL AND COMPANY 

c/o United States Trust Company of New York 
45 Wall Street 

New York 5, New York 

HARVARD AND COMPANY 

c/o The New England Trust Company 


135 Devonshire Street 
Boston 7, Massachusetts 


NaTIONAL BANK OF DeTRoIr in its Various 
Fiduciary Capacities 

Woodward at Cadillac Square 

Detroit 32, Michigan 

MASSACHUSETTS INSTITUTE OF TECHNOLOGY..... 

Cambridge 39, Massachusetts 


Tue BANK FoR SAVINGS IN THE City oF New York........... 
280 Fourth Avenue 
New York 10, New York 


CONTINENTAL ILLINOIS NATIONAL BANK AND TrusT CoMPANY 
or CHIcaco, not “Individually, but in Various Fiduciary 

231 South La Salle Street 

Chicago 90, Illinois 

General ELectRic EDUCATIONAL AND CHARITABLE FUND 

570 Lexington Avenue 

New York 22, New York 

Puornrx MUTUAL Lire INSURANCE COMPANY 

79 Elm Street 

Hartford 15, Connecticut 


Stare Farm MuTuAL AUTOMOBILE INSURANCE COMPANY.... 
112 East Washington Street 
Bloomington, Illinois 


Tat NoRTHERN TRUST CoMPANy as Trustee of Various Pension 
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-———Amount of Notes to be Issued and Delivered ———, 


Against Payment 
to be Made by 
Delivery for 
Cancellation of 
Like Principal 
bordinated Notes Against P ment to 
doe 1 dae 1959 be Made y in Cash 
$ — $ 2,500,000 
— 2,500,000 
—_ 2,000,000 
300,000 1,600,000 
1,200,000 300,000 
— 1,250,000 
1,100,000 ao 
1,000,000 — 
— 1,000,000 
1,000,000 — 
_ 1,000,000 
1,000,000 — 
a 550,000 


Aggregate 
$ 2,500,000 


2,500,000 


2,000,000 


1,900,000 


1,500,000 


1,250,000 


1,100,000 


1,000,000 


1,000,000 


1,000,000 


550,000 








Name and Address 
of Lender 


CONFEDERATION LIFE ASSOCIATION. ........2.<..:ceccesssescceeseesecesreeeees 
321 Bloor Street, East 
Toronto 5, Ontario, Canada 


KNIGHTS OF COLUMBUS... shits aetna cies eect sikh 
71 Meadow Street 
New Haven 7, Connecticut 


THE MANHATTAN SAVINGS BANE........................-+. daw sakaeeasiiaiediaes 
385 Madison Avenue 
New York 17, New York 


STATE FARM Lire INSURANCE COMPANY.............cccccccceccceceeeeoeee 
112 East Washington Street 
Bloomington, Illinois 


THe UNIVERSITY OF ROCHESTER... 

River Campus Station 

Rochester 20, New York 

THe YOUNG MEN’s CHRISTIAN ASSOCIATION RETIREMENT FUND 
c/o Sigler and Company 

The Hanover Bank 

70 Broadway 

New York 15, New York 


Se NT oi in ca shai ceibleskndepteess sacsacd case Pidsnitlaendilandianesees 
c/o Savings Banks Trust Company’ 

14 Wall Street 

New York 5, New York 


EI, CA VENOGG TRADI. on... cnn. ccneccccccescocsccscescooscosoecoecetes 
40 Franklin Street 
Rochester 4, New York 


THE TRUSTEES OF AMHERST COLLEGEB...0.000000000 00 ooccccccccccesceeces ; 
Amherst, Massachusetts 


AXE-HOuUGHTON Funp B, INnc...... ; 
c/o City Bank Farmers Trust Company 
22 William Street 

New York 15, New York 


WELLESLEY I lect vccdbliceerasl bak scnssekcanwsseisscckeicscennsineosoqree 
73 Tremont Street 
Boston 8, Massachusetts 


Boston Mutuat Lire Insurance CoMPANY 
156 Stuart Street 
Boston 16, Massachusetts 
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-———Amount of Notes to be Issued and Delivered ——. 


to be Made by 
Delivery for 

Cancellation of 

Like 

Amount of 3% 

Subordinated Notes Against Payment to 
due 1959 be Made in Cash Aggregate 

$ — $ 500,000 $ 500,000 
500,000 —_— 500,000 
500,000 -—- 500,000 
200,000 300,000 500,000 
500,000 —_ 500,000 
300,000 200,000 500,000 
450,000 _ 450,000 
400,000 _ 400,000 
200,000 175,00¢ 375,000 
200,000 — 200,000 
100,000 50,000 150,000 
100,000 — 100,000 





EmPLoy 
c/o Nati 
300 Mai 
Norfolk 


FARMER: 
Sunset F 
Mercer | 


HARE AN 
c/o The 
48 Wall 
New Yo 


HARVARI 
c/o The 
135 Dev 
Boston 7 


PATRIOT 
650 Mac 
New Yor 


SECURITY 
Sixth anc 
Los Ang 


Swiss A) 
25 Pine | 
New Yor 
Mrs. An 
506 Ama 
Amarillo, 


Tue Nor 
50 South 
Chicago ‘ 


410 
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~ 7———Amount of Notes to be Issued and Delivered ———, 
Against Payment 
to be Made by 
Delivery for 
Cancellation of 
Like Principal 
Amoant of 3% 
Name and Address Subordinated Notes Against Payment to 
of Lender due 1959 be Made in Cash Aggregate 
0 EMPLOYEES’ RETIREMENT SYSTEM OF THE CITY OF NORFOLK $ 100,000 $ a $ 100,000 
c/o National Bank of Commerce of Norfolk 
300 Main Street 
Norfolk 1, Virginia 
0 FaRMERS NEw WoRLD Lire INSURANCE COMPANY 100,000 — 100,000 
Sunset Highway . 
Mercer Island, Washington 
0 HARE AND COMPANY.......... dish adabuecsbaca sted: : 100,000 — 100 
c/o The Bank of New York a 
48 Wall Street 
0 New York 15, New York 
HARVARD-YENCHING INSTITUTE ; — 100,000 100,000 
c/o The New England Trust Company ; 
135 Devonshire Street 
0 Boston 7, Massachusetts 
Patriot Lire INSURANCE COMPANY hie, eikiees 100,000 _ 
650 Madison Avenue — 
0 New York 22, New York 
SecuriTy-First NATIONAL BANK OF Los ANGELES... ciinsiae — 100,000 100,000 
Sixth and Spring Streets : 
Los Angeles, California 
Swiss AMERICAN CORPORATION ....0000000000000.cccccccsecccecceceececeeceeee —_ 100,000 
0 25 Pine Street — 
New York 5, New York 
Mrs. ANNE WAGNER , scoventndliadon: ss 75,000 — 
506 Amarillo Building —_ 
0 Amarillo, Texas 
Tue NORTHERN TRUsT Company as Agent for an Institution... — 50,000 
$0 South La Salle Street : we 
0 Chicago 90, Illinois 
0 
0 
0 


41063 O—59——-40 
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Law Orrices, LANGMADE & SULLIVAN, 
Phoeniz, Ariz., January 22, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 

Dear Senator: The press reports that you are chairman of the committee 
investigating the practices of the finance companies associated with automobile 
manufacturers. 

It has occurred to me that you would be interested in a contract that was 
signed by one of our clients, Mildred Davenport. She agreed to pay $4,150 for 
a Pontiac. She was to be credited with $450 on account of a trade-in and $600 
in cash. 

When she signed the contract she was credited with the trade-in, but was not 
given credit for the $600 which left a balance of $3,887, which she was to repay 
at the rate of $87.50 per month. 

Upon receiving the first notice of the first monthly payment she was billed 
for $164.23 by the General Motors Acceptance Corporation at its Phoenix branch, 
Upon inquiry and requesting a copy of her contract, she was shown that her 
balance was $6,426.90. We enclose a copy of the conditional sales contract. 

The company refused to make any adjustment until they were threatened with 
a suit to reform the contract, whereupon the car was refinanced with the Valley 
National Bank at the original purchase price of $3,200. : 

In other words, our client has now received justice, but we are forwarding these 
Verifax copies with the idea that it may be of interest to you in your investigation. 

Yours very truly, 
R. G. LANGMADE. 


Our client insists the figures on this conditional sales was filled in after signing 
in blank, assuming the credit company would follow the purchase order figures. 


R. G. LANGMADE. 
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Rose & Rog, Inc., 
Pittsburgh, Pa., February 2, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

My Dear Senator Keravuver: I have read where the Senate investigating 
committee has finally decided to investigate the automobile financing and in- 
surance business that is carried on by General Motors. You might add to General 
Motors, Sears, Roebuck Co. and insurance companies in general. 

As an independent insurance agent who is trying to run a small business as a 
means of livelihood, you can well imagine how the machinations of General 
Motors, Sears, Roebuck, and others of their ilk effect the income of the little guy. 
There has been much ado about protecting the small businessman and what the 
Government will do for him. To date nothing has been done in his favor, and 
everything is permitted which will eventually put him out of business. 

Here are a few pertinent facts that you should have. For almost 20 years, 
the commissions of the independent agent have not been increased. The cost of 
living has risen, operating expenses have risen, but the income has remained the 
same. It is true the insurance companies offer the agent a contract. This 
contract permits the agent to solicit business for the respective company—that 
is all. The agent gets no fringe benefits, he is guaranteed nothing, and to add 
insult to injury his contract can be canceled at tne will of the company and his 
commission cut at the decision of the company without extending to the agent 
the courtesy of a discussion as to why or why not the commissions should be cut. 
Of recent date, commissions have been cut—another slice off the revenue of the 
small businessman. 

Believe me, I bear no grudge against big business, but why must the “‘big gun”’ 
be protected at all times, while the little guy keeps getting kicked about. 

You ani your committee have always been the champions of fair play, and I 
sincerely hope that you will offer the independent insurance agent some reliet 
from the pending disaster which is closing in on him day by day. 

Most respectfully, 





LILLIAN D. Roe. 
Mrs. Robert Roe. 


GaLE & Co., 
St. Louis, Mo., February 16, 1959. 
Hon. StuART SYMINGTON, 
Senate Office Building, Washington, D.C. 


Dear Senator: I have read that there seems to be some interest on the part 
of our Government to look into certain phases of the operation of the General 
Motors Corp., and particularly General Motors Acceptance Corp. 

We are in the automobile finance business, and are competitors in a very, very 
small way of GMAC. Back in 1938 when our Government filed suit against 
General Motors Corp., demanding that they divest themselves of GMAC, I was 
called by the Government as one of their witnesses. I had been in the employ 
of GMAC from 1927 through 1932. You will remember that both Universal 
Credit Corp. which was a subsidiary of Ford Motor Co., and Commercial] Credit 
which had affiliations with Chrysler Corp. agreed to a voluntary separation from 
their factory affiliations. General Motors chose to fight this action and was 
found guilty of coercion and was asked to desist from these coercive actions. 
It is quite obvious that GMAC paid no attention to the Government’s request 
and proceeded along their merry way as they are still doing at the present time. 

We are members of the American Finance Conference which is an organization 
of about 400 independent automobile sales finance companies throughout the 
entire United States. All of us put together don’t do one-tenth of the business 
that is done by GMAC alone, but we represent an important part of the auto- 
mobile industry and of the credit buying public of our country. The American 
Finance Conference has just completed a study of GMAC’s position in the auto- 
mobile installment credit industry. I am enclosing a copy of this study, which 
I feel sure, should be of great interest to you as one who is opposed to monopoly 
in any form, and particularly when such a monopoly causes considerable hardship 
on many, many small businesses and their many thousands of employees, and 
when the monopoly in question does not benefit the public in any way, shape, or 
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form. GMAC offers nothing to the general public that is not offered by thousands 
of finance companies and banks throughout the length and breadth of our land 
With kindest regards. ; 
Sincerely yours, 
LEONE C. Gate 


IN THE U.S. DISTRICT COURT FOR THE NORTHERN DISTRICT op 
ILLINOIS, EASTERN DIVISION 


Civil No. 2177 


UniTEp States OF AMERICA, PLAINTIFF, v. GENERAL Motors Corporatioy 
GENERAL Motors ACCEPTANCE CORPORATION, AND GENERAL Motors Saxgs 
CORPORATION, DEFENDANTS 

FINAL JUDGMENT 


The plaintiff, United States of America, having filed its amended complaint 
herein on June 21, 1941, and the same having been amended pursuant to stipula- 
tion filed and order entered April 15, 1942; the defendant, General Motors Sales 
Corp., having been dismissed pursuant to stipulation on June 17, 1952; the 
defendants, General Motors Corp. and General Motors Acceptance Corp., having 
appeared and filed their consolidated answer to the amended complaint as 
amended and asserted the truth of their answer and their innocence of any viola. 
tion of law; the plaintiff and defendant desiring to avoid the expenses of a trial 


of the issues and the loss of time occasioned thereby; no testimony having been | 


taken, each of the defendants having, by their respective attorneys, consented 
to this judgment without any findings of fact upon the condition that neither 
such consent nor this judgment shall be an admission or adjudication that the 
defendants have violated any statute; and the United States of America by its 
counsel having consented to the entry of this judgment and to each and every 
provision thereof, it is hereby ordered, adjudged, and decreed: { 


I 


This Court has jurisdiction of the subject matter herein and all parties hereto 
and the complaint herein states a cause of action against the defendants General 
Motors Corporation and General Motors Acceptance Corporation, under the Act 
of Congress of July 2, 1890, c. 647, 26 Stat. 209, entitled ‘‘An Act to Protect Trade 
and Commerce Against Unlawful Restraints and Monopolies’’, and acts amenda- 
tory thereof and supplemental thereto. 


Il 


General Motors Corporation and General Motors Acceptance Corporation and 
their respective officers, directors, agents, employees, successors, subsidiaries, 
assigns and divisions be and they are hereby enjoined from doing the acts hereby 
prohibited and ordered to do the acts hereby directed. 


Ill 


The following terms as used herein shall have the following meanings: 

(a) ‘“‘Person’’ shall mean a person, firm, corporation or association. 

(b) ‘‘Dealer’’ shall mean a person who holds a franchise from, or approved by 
General Motors Corporation, that provides for the purchase at wholesale of new 
passenger automobiles made by General Motors Corporation, and who resells 
the automobiles at retail. 

(c) ‘‘Wholesale financing’”’ shall mean the advancing by a finance company, as 
hereinafter defined, of money or credit to or for the account of a dealer to cover, 
in whole or in part, the cost of new passenger automobiles ordered by the dealer 
at wholesale. 

(d) ‘Retail financing’’ shall mean the purchase or other acquisition of retail 
time sales paper from dealers by finance companies, as hereinafter defined. 

(e) ‘Finance charge’’ shall mean the difference between the retail cash delivered 
price of a passenger automobile and the price of that automobile when sold on an 
installment payment plan, including or not including (as the plan may provide) 
insurance for the retail purchaser. 

(f) “Finance company” shall mean a person engaged in wholesale financing or 
retail financing or both. 

(g) ‘Retail time sales paper” shall mean any conditional sale contract, chattel 
mortgage, lease, note or other instrument given to evidence or secure the obliga- 


’ 


— fo =< & ees =a Ss’ 


EE —<— 








10usands 
our land, 


GALE 


ICT OF 


RATION, 
iS Saugs 


omplaint 
’ Stipula- 
Ors Sales 
952; the 
* having 
laint as 
ny viola- 


of a trial | 


ing been 
onsented 
i neither 
that the 
sa by its 
id every 


's hereto 
General 
the Act 
ct Trade 
amenda- 


tion and 
sidiaries, 
s hereby 


oved by 
e of new 
oO resells 


pany, as 
0 cover, 
e dealer 
of retail 
d. 

lelivered 
Id on an 
provide) 


ncing or 


, chattel 
» obliga- 


———— 


AUTO FINANCING LEGISLATION 631 


tion to pay the whole or any part of the price of passenger automobiles sold by a 
dealer at retail. 

(h) “A finance company”’ or “any finance company” shall include defendant 
finance company. 7 > 

(i) “Institutional advertising” shall mean advertising by the manufacturer as 
distinguished from advertising by any subsidiary or division. 


IV 


(a) General Motors Corporation shall permit any finance company or other 

rson to pay for any automobile shipped or otherwise delivered by General 
Motors Corporation to any dealer upon written specific or continuing authority 
of the dealer to the extent and under the circumstances hereinafter set forth; 

(b) If General Motors Corporation assigns to General Motors Acceptance 
Corporation or to any other finance company any document of title or lien in 
respect of such automobiles it shall not refuse upon written request of any finance 
company to make available or assign to it similar documents of title or lien in 
respect of automobiles similarly shipped or delivered to the dealer and paid for 
by the finance company upon substantially similar terms and conditions; pro- 
vided, however, that the procedure in effect since January 1948, as amended, 
providing for payment of wholesale shipments by finance companies engaged in 
the wholesale financing of such automobiles, a copy of which is attached hereto, 
or any other procedure approved by the Court after sixty (60) days notice to the 
Attorney General and an opportunity to be heard, designed to produce a sub- 
stantially similar result shall be deemed to constitute compliance with this 
paragraph ; 

(c) To the extent, if any, that General Motors Corporation furnishes General 
Motors Acceptance Corporation or any other finance company space for main- 
taining an office in any manufacturing or assembly plant of General Motors 
Corporation, it shall not refuse upon substantially equivalent terms and conditions 
and upon written request of any other finance company that extends wholesale 
financing facilities pursuant to the procedure referred to in paragraph IV(b), 
supra, to dealers operating under franchises of General Motors Corporation, to 
furnish it space for maintaining an office in such plant; 

(d) If General Motors Corporation adopts a practice, procedure, or plan of 
furnishing to General Motors Acceptance Corporation or any other finance 
company the identity of, or other information concerning, new or prospective 
dealers, it shall not knowingly refuse to furnish that information upon specific or 
continuing request to any other finance company whose territory includes the 
location of such dealers’ or prospective dealers’ place of business, provided that 
such continuing request shall be renewed in writing at the beginning of each 
calendar year and shall be lodged in the office of the zone manager having jurisdic- 
tion over the new or prospective dealer; and provided that General Motors shall 
not adopt any procedure, practice, or plan of furnishing to General Motors 
Acceptance Corporation or any other finance company any information concerning 
dealers for the purpose of enabling General Motors Acceptance Corporation or 
other finance company to obtain the dealer’s finance business; 

(e) General Motors Corporation shall not, for the purpose of influencing a 
dealer to patronize General Motors Acceptance Corporation or any other finance 
company, adopt any practice, procedure, or plan for giving or making available 
or denying or threatening to deny any dealer any service or facility or for dis- 
criminating among its dealers in any other manner; 

(f) General Motors Corporation shall not enter into any contract or agreement 
with any dealer which provides that the dealer shall patronize only General 
Motors Acceptance Corporation or any other finance company selected by General 
Motors Corporation, or which requires the dealer to observe any General Motors 
Semmeenee Corporation plan or rate of financing the purchase and sale of auto- 
mobiles ; 

(g) General Motors Corporation shall not cancel or terminate any contract, 
franchise, or agreement with any dealer or threaten to do so because of failure of 
such dealer to patronize General Motors Acceptance Corporation or any other 
finance company; 

(h) The manufacturer shall not, except in each instance upon written request 
of the dealer or prospective dealer, arrange or agree with Deneeal Motors Ac- 
ceptance Corporation that an agent of the manufacturer and an agent of the 
finance company shall together be present with any dealer or prospective dealer 
for the purpose of influencing the dealer or prospective dealer to patronize 
General Motors Acceptance Corporation provided, however, that it shall not 
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be a violation of this decree for the manufacturer to assist any dealer or pros- 
pective dealer, because of said dealer’s or prospective dealer’s financial git. 
uation or requirements, by joint conference with him and a representative of g 
particular finance company, to obtain special facilities or services (other thay 
transactions involving the wholesale or retail financing of automobiles in the 
regular course of business) from the particular finance company and, in pap 
consideration of such special facilities or services, for such dealer or prospectiye 
dealer to arrange to do business with such finance company on an exclusive basis 
for a reasonable period of time as may be agreed between them; 

(i) General Motors Corporation shall not, for the purpose of influencing 4 
dealer to patronize General Motors Acceptance Corporation or any other finanee 
company or group of finance companies, use any information obtained from any 
dealer, his agent, representative, servant or employee, either directly by exami. 
nation or inspection of his books or records or through financial, operating, o, 
other statement or report or otherwise, nor shall it require for such purpose the 
disclosure of any such information. Nothing in this decree contained shall apply 
to the disclosure of any information at the dealer’s request and for the purpose 
of assisting the dealer to obtain wholesale or retail financing or special facilities 
or services from General Motors Acceptance Corporation or any other finance 
company. 

V 


The manufacturer shall not recommend, endorse or advertise the General Motor® 
Acceptance Corporation or any other finance company or companies to any deale’ 
or to the public; provided, however, that nothing in this decree contained shal 
prevent the manufacturer in good faith: 

(a) From adopting from time to time a plan or plans of financing retail sales 
of new automobiles made by General Motors Corporation or from time to time 
withdrawing or modifying the same. 

(b) From recommending to its dealers the use of such plans. 

(c) From advertising to the public and recommending the use of such plans. 

(d) From including mention of any wholly owned finance company in its insti- 
tutional advertising. 

(e) From advertising General Motors Acceptance Corporation or any other 
finance company in connection with sales made by factory owned retail stores. 


VI 


General Motors Acceptance Corporation: 

(a) Shall not represent in any manner to any dealer that General Motors Cor- 
poration requires him to patronize General Motors Acceptance Corporation. 

(b) Shall not represent to any dealer that his failure to use General Motors 
Acceptance Corporation will result in the cancellation or termination by General 
Motors Corporation of his contract, franchise, or agreement. 

(c) Shall not represent to any dealer that his failure to use General Motors 
Acceptance Corporation will result in the loss of any advantage, service or facility 
furnished by General Motors Corporation or that General Motors Acceptance 
Corporation can obtain from General Motors Corporation any facility, service, 
or privilege which is not available to any other finance company. 

(d) Shall not enter into any contract, agreement or understanding with any 
dealer in connection with wholesale financing which requires the dealer to deal 
with General Motors Acceptance Corporation in respect of retail financing of 
automobiles. 

(e) Shall not, except in each instance upon written request of the dealer or 
prospective dealer, arrange or agree with the manufacturer that an agent of the 
manufacturer and an agent of General Motors Acceptance Corporation shall 
together be present with any dealer or prospective dealer for the purpose of 
influencing the dealer or prospective dealer to patronize General Motors Accept- 
ance Corporation; provided, however, that it shall not be a violation of this decree 
for General Motors Acceptance Corporation by joint conference with the dealer 
or prospective dealer and a representative of the manufacturer to agree to furnish 
to such dealer or prospective dealer, because of his financial situation or require- 
ments, special facilities or services (other than transactions involving the wholesale 
or retail financing of automobiles in the regular course of business) and in part 
consideration of such special facilities or services to arrange for the dealer or 
prospective dealer to do business with General Motors Acceptance Corporation 
a an exclusive basis for such reasonable period of time as may be agreed between 
them. 
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Vil 


Nothing in this judgment shall be construed as an adjudication of the legality 
of or affect any right or privilege which General Motors Acceptance Corporation 
may have to enter into, any contract with any dealer to whom General Motors 
Acceptance Corporation has made a loan (other than transactions involving the 
wholesale or retail financing of automobiles in the regular course of business) which 
provides that the dealer will do business with General Motors Acceptance Corpora- 
tion on an exclusive basis. wit 


The defendants shall not in combination or conspiracy do any acts which this 
judgment forbids or omit any act which this judgment requires. 


IX 


Except as otherwise expressly provided in this decree, nothing in this decree 
shall deprive the manufacturer of any right or rights it may have under existing 


law. 
x 


General Motors Corporation shall mail a copy hereof to its dealers, regional, 
zone, city and district managers and field representatives in the continental 
United States and defendant finance company shall mail a copy hereof to its 
regional, branch, district and territorial managers in the continental United 
States; and the manufacturer and the defendant finance company respectively 
shall before the effective date of this judgment file with this Court an affidavit or 
affidavits showing the manner in which they severally shall have complied with 
this provision hereof. 

XI 


Jurisdiction of this cause is retained for the purpose of enabling any of the 
parties to this judgment to apply to this Court at any time for such further orders 
and directions as may be necessary or appropriate for the construction or carrying 
out of this judgment or for the modification or termination of any of the provisions 
thereof or for the purpose of the enforcement of compliance therewith and the 
punishment of violations thereof. ana 


For the purpose of securing compliance with this judgment and for no other 
purpose, any duly authorized representative or representatives of the Depart- 
ment of Justice shall, upon written request by the Attorney General or an Assist- 
ant Attorney General and on notice reasonable as to time and subject matter to 
the defendant made to its principal office, and subject to any legally recognized 
privilege be permitted: 

(a) Access during the office hours of said defendant to all books, ledgers, 
accounts, correspondence, memoranda, and other records and documents in the 
possession or under the control of said defendant related to any matters contained 
in this judgment; 

(b) Subject to the reasonable convenience of said defendant and without 
restraint or interference from it, to interview officers or employees of said defend- 
ant, who may have counsel present, regarding such matters, provided, however, 
that no information obtained by the means provided in this Section XII shall be 
divulged by the Department of Justice to any person other than a duly authorized 
representative of such Department, except in the course of legal proceedings in 
which the United States is a party, or as otherwise required by law. 


XIIt 


This decree shall go into effect one hundred and twenty (120) days after the 
date of entry hereof. 
(S) Wattrer J. LaBvy, 
United States District Judge. 
Dated: July 28, 1952. 
We hereby consent to the entry of the foregoing final judgment: 
For plaintiff: 
(S) Hotmes BaLpRIDGE, 
Assistant Attorney General. 
(S) Newexu A. Capp, 
Acting Assistant Attorney General. 
For Defendants: 
(S) Henry M. Hoaan. 
(S) Ferris Hurp. 
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In the District Court of the United States for 
the Northern District of Indiana 


Civil No. 9 


UniTeD STATES OF AMERICA, PETITIONER 
v. 
CHRYSLER CORPORATION, ET AL., RESPONDENTS 


FINAL DECREE 


1. The United States of America filed its petition herein 
on November 7, 1938; each of the respondents appeared 
and filed its answer to such petition, and asserted the truth 
of its answer and its innocence of any violation of law; the 
petitioner and the said respondents desire to avoid the ex- 
penses of a trial of the issues therein and the loss of time 
occasioned thereby; no testimony having been taken, each 
of the respondents consented to the entry of this decree 
without any findings of fact, upon condition that neither 
such consent nor this decree shall be considered an ad- 
mission or adjudication that it has violated any statute; 
and the United States of America by its counsel having 
consented to the entry of this decree and to each and every 
provision thereof, and having moved the court for this 
injunction, 

Therefore, it is ordered, adjudged, and decreed as 
follows: 

2. That the court has jurisdiction of all persons and par- 
ties hereto; and for the purposes of this decree and pro- 
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ceedings for the enforcement thereof, and for no other 
purpose, that the court has jurisdiction of the subject mat- 
ter hereof and the petition states a cause of action against 
the respondents under the Act of July 2, 1890, entitled “‘An 
Act to Protect Trade and Commerce against Unlawful 
Restraints and Monopolies.”’ 

3. ‘Respondent Finance Company’’ as used in this 
decree shall include Commercial Credit Company, a corpe- 
ration organized and duly authorized to do business under 
the laws of the State of Delaware, Commercial Credit 
Company, a corporation organized and duly authorized to 
do business under the laws of the State of Pennsylvania, 
Commercial Credit Company, a corporation organized and 
duly authorized to do business under the laws of the State 
of Iowa, Commercial Credit Company, a corporation 
organized and duly authorized to do business under the 
laws of the State of Michigan, Commercial Credit Com- 
pany, a corporation organized and duly authorized to do 
business under the laws of the State of Minnesota, Com- 
mercial Credit Company, a corporation organized and duly 
authorized to do business under the laws of the State of 
Missouri, Commercial Credit Company, a corporation 
organized and duly authorized to do busines under the laws 
of the State of Illinois, Commercial Credit Company, Inc., 
a corporation organized and duly authorized to do business 
under the laws of the State of Wisconsin, Commercial 
Credit Corporation, a corporation organized and duly au- 
thorized to do business under the laws of the State of 
New Jersey, Commercial Credit Company, Inc., a corpora- 
tion organized and duly authorized to do business under 
the laws of the State of Indiana and their officers, directors, 
agents and employees. ‘‘Manufacturer” as used in this 
decree shall include Chrysler Corporation, DeSoto Motor 
Corporation, Plymouth Motor Corporation, all of which 
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are organized and duly authorized to do business under the 
laws of the State of Delaware, Chrysler Sales Corporation 


ized and duly authorized to do business under the laws of 
the State of Michigan and their officers, directors, agents 
and employees. 
4, The respondents, their officers, directors, agents and 
employees, be and they are hereby enjoined from doing the 
acts hereby prohibited and to do the acts hereby directed. 
5. The following terms, as used in this decree, shall have 
the following meanings: 

(a) ‘‘Person’’ shall mean a person, firm, corpo- 
ration or association. 


franchise from, or approved by, the Manufacturer 
that provides for the purchase at wholesale of new 
automobiles made by the Manufacturer, and who 
resells the automobiles at retail. 


vancing by a finance company, as hereinafter de- 
fined, of money or credit to or for the account of a 
dealer to cover, in whole or in part, the cost of new 
automobiles ordered by the dealer at wholesale, 
(d) ‘Retail financing”’ shall mean the purchase 
or other acquisition of retail time sales paper from 


(e) ‘‘Finance charge’’ shall mean the difference 
between the cash delivered price of an automobile 
and the price of that automobile when sold on an 
installment payment plan, including or not includ- 
ing (as the plan may provide) insurance for the 
retail purchaser. 

(f) ‘‘Finance company’’ shall mean a person en- 
gaged chiefly in wholesale financing or retail finane- 
ing, or both. 





and Dodge Brothers Corporation, both of which are organ. | 





(b) ‘‘Dealer’’ shall mean a person who holds a | 


(c) *‘Wholesale financing”? shall mean the ad- | 


dealers by finance companies, as hereinafter defined. — 
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er the (g) ‘‘Retail time sales paper’’ shall mean any 
ration conditional sale contract, chattel mortgage, lease, 
rgan- note, or other instrument given to evidence or secure 
ws of the obligation to pay the whole or any part of the 
gents price of automobiles sold by a dealer at retail. 
(h) ‘‘A finance company”’ or ‘‘any finance com- 
pany” shall include Respondent Finance Company. 
S and (i) ‘‘Registered finance company”’ shall mean a 
ng the, finance company which shall be registered as pro- 
ected, vided in sub-paragraph (j) of paragraph 6 of this 
1 have decree including Respondent Finance Company if it 


be a registered finance company. 
(j) ‘Ford Motor Company”’ means Ford Motor 
ee Company, a corporation of the State of Delaware 
and its subsidiaries and successors, ‘‘General 


olds a | Motors Corporation’’ means General Motors Corpo- 
cturer ration, a corporation of the State of Delaware and 
f new its subsidiaries and successors, and ‘‘General 
1 who Motors Acceptance Corporation’? means General 
Motors Acceptance Corporation, a corporation of 
le ad- the State of New York and General Motors Accept- 
er de- ance Corporation of Indiana, Ineorporated, a corpo- 
it of a ration of the State of Indiana, and their subsidi- 
of new aries and suecessors. 
ae 6. The Manufacturer: 
- from (a) Shall permit any finance company or other 
efined. person to pay for any automobile shipped or other- 
erence wise delivered by the Manufacturer to any dealer, 
mobile upon written specific or continuing authority of the 
on an dealer ; 
nelud- (b) So long as the Manufacturer shall continue to 
or the give or assign to Respondent Finance Company or 
any other finance conipany, any document of title or 
on en- lien in respect of such automobiles, it shall not re- 
inane fuse, upon written request of any other finance com- 


pany, to make available or assign to it similar docu- 
ments of title or lien in respect of automobiles 
similarly shipped or delivered to the dealer and 
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paid for by the finance company upon substantially 
similar terms and conditions; 

(c) So long as the Manufacturer shall continue to 
furnish Respondent Finance Company or any other 
finance company space for maintaining an office in 
any place of business of the Manufacturer, it shall 
not refuse, upon substantially equivalent terms and 
conditions and upon written request of any other 
finance company that extends wholesale financing 
facilities to dealers operating under franchise of the 
Manufacturer, to furnish it space for maintaining 
an office in such place of business; provided that it 
shall not be a violation of this decree for the Manu- 
facturer to furnish the same only to registered 
finance companies as defined in sub-paragraph (}j) 
of this paragraph 6; 

(d) So long as the Manufacturer shall knowingly 
continue to furnish to Respondent Finance Com- 
pany or any other finance company the identity of or 
other information concerning dealers or prospective 
dealers, it shall not knowingly refuse to furnish cor- 
responding information, upon substantially similar 
terms and eonditions and upon specifie or continu- 
ing request as to identity and specific but non-con- 
tinuing request as to other information, to any other 
finance company whose territory includes the loca- 
tion of such dealer’s or prospective dealer's place of 
business; provided that it shall not be a violation 
of this decree for the Manufacturer to furnish the 
same only to registered finanee companies as defined 
in sub-paragraph ()) of this paragraph 6, or only toa 
finance company designated in writing to the Manu- 
facturer by the dealer or prospective dealer ; 

(¢) Except as provided by sub-paragraph (,j) and 
(k) of this paragraph 6, 

(i) the Manufacturer shall not establish any 
practice, procedure or plan for the retail or whole- 
sale financing of automobiles for the purpose of en- 
abling Respondent Finanee Company or any other 
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finance company or companies to enjoy a competi- 
tive advantage in obtaining the patronage of deal- 
ers through any service, facility or privilege ex- 
tended by the Manufacturer pursuant to such prac- 
tice, procedure or plan if such service, facility or 
privilege or a service, facility or privilege corre- 
sponding thereto, is not made available upon its 
written request to any other finance company upon 
substantially similar terms and conditions; and 

(ii) so long as the Manufacturer shall con- 
tinue to afford any service, facility or privilege not 
otherwise specifically referred to in this decree to 
Respondent Finance Company or any other finance 
company or companies, it shall not refuse to afford 
similar or corresponding services, facilities or priv- 
ileges upon substantially similar terms and condi- 
tions and upon written request to any other finance 
eompany for the purpose of giving Respondent Fi- 
nance Company or any other finance company or 
companies a competitive advantage in obtaining the 
patronage of dealers; provided that it shall not be 
a violation of this decree for the Manufacturer to 
afford such service, facility or privilege only to 
registered finance companies as defined in sub-para- 
graph (7) of this paragraph 6, or only to a finance 
company designated in writing to the Manufacturer 
by the dealer or prospective dealer ; 


the written request shall specify in each instance 
the particular service, facility or privilege desired ; 

(f) The Manufacturer shall not give or make 
available or deny or threaten to deny to any dealer 
any service or facility, or discriminate among its 
dealers in any other manner, for the purpose of 
influencing a dealer to patronize Respondent Fi- 
nance Company or any other finance company, or 
registered finance companies ; 

(g) The Manufacturer shall not enter into or fur- 
ther continue any contract or agreement with any 



































640 





AUTO FINANCING LEGISLATION 


dealer (1) which provides that the dealer shall 
patronize only Respondent Finance Company or 
any other finance company selected by the Manu- 
facturer or registered, finance companies; or (2) 
which requires the dealer to observe any plan for 
or rate of financing the purchase and sale of auto- 
mobiles designated by the Manufacturer ; 

(h) The Manufacturer shall not cancel or ter- 
minate any contract, franchise or agreement with 
any dealer, or threaten to do so, because of failure 
of such dealer to patronize Respondent Finance 
Company, or any other finance company, or because 
of the failure of the dealer to patronize registered 
finance companies; 

(i) The Manufacturer shall not, except in each 
instance upon written request of the dealer or pro- 
spective dealer, arrange or agree with Respondent 
Finance Company or any other finance company 
that an agent of the Manufacturer and an agent of 
the finance company shall together be present with 
any dealer or prospective dealer for the purpose of 
influencing the dealer to patronize Respondent 
Finance Company or such other finance company; 
provided, however, that it shall not be a violation of 
this decree for the Manufacturer to assist any dealer 
or prospective dealer, because of said dealer’s or 
prospective dealer’s financial situation or require- 
ments, by joint conference with him and a represent- 
ative of a particular finance company, to obtain 
special facilities or services (such term not includ- 
ing only the financing of the shipment or delivery 
of automobiles to such dealer or prospective dealer 
and/or only the purchase or acquisition of retail 
time sales paper from him in the regular course of 
business) from the particular finance company and, 
in part consideration of such special facilities or 
services, for such dealer or prospective dealer to 
arrange to do business with such finance company 
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on an exclusive basis for a reasonable period of time 
as may be agreed between them; 

(j) As used in this decree the word ‘‘registered”’ 
as applied to a finance company means a finance 
company that shall have done the following things 
and shall have filed a statement that meets the fol- 
lowing requirements: 

1. The statement shall be signed and acknowl- 
edged by the finance company and sworn to by an 
officer thereof, and shall have been filed in this pro- 
ceeding and a copy thereof certified by the clerk 
shall have been served on the Manufacturer. 

2. The finance company shall not in any manner 
have withdrawn the statement or rendered it inef- 
fective. 

3. The court shall not have made an order to the 
effect that the finance company shall cease to be a 
registered finance company; or, if so, the finance 
company shall have obtained an order reinstating 
it as a registered finance company, or otherwise shall 
have become again a registered finance company. 

4. The statement shall be in the following form: 


To Chrysler Corporation (hereinafter called the 
‘‘Manufacturer’’) : 

(A) This statement is made pursuant to sub- 
paragraph (j) of paragraph 6 of a decree of the 
United States District Court for the Northern Dis- 
trict of Indiana, in a cause entitled “United States 
of America vs. Chrysler Corporation et al.,” dated 
November 15, 1938. 

(B) The undersigned finance company, in ac- 
quiring retail time sales paper arising from sales of 
automobiles, from dealers of the Manufacturer, 
wherever located, will conform to the following 
rules: 

(1) If the finance company acquires retail time 
sales paper from a dealer of the Manufacturer on a 
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finance plan which includes insurance. to be ar. 
ranged for by the finance company, the finance 


company shall (unless the insurance company to 
which the risk is submitted declines to write the 
risk) arrange for such insurance as the dealer rep. 
resents to the finance company is to be arranged 
for by it and shall mail or cause to be mailed to the 
buyer a policy or certificate of insurance so ar- 
ranged for within twenty-five days after the finance 
company acquires such retail time sales paper, 
Such policy or certificate shall recite the character 
of the coverage and the amount of the insurance 
premium ; 

(2) The finance company will not require or ac- 
cept assignments of wages or salaries, or garnish 
wages or salaries to collect deficiency judgments in 
respect of automobiles sold for less than $1,000 and 
for private and non-commercial use unless, prior to 
repossession, it has requested the buyer to return the 
automobile to it and he has not done so; 

(3) The finance company will not take any de- 
ficiency judgment where the retail purchaser of an 
automobile, sold for private and non-commercial 
use, has paid at least 50% of his note or other obli- 
gation, and will not collect from any retail pur- 
chaser of an automobile, through deficiency or other 
judgments, any amount in excess of its actual losses 
and expenses upon the failure of such purchaser to 
pay his note or other obligation, and will pay to or 
credit to the account of such purchaser any surplus 
over the amount owing by him on his note or other 
obligation which the finance company or its nominee 
or its affiliated or subsidiary company may realize 
on the purchaser’s note or other obligation and the 
automobile or any other security therefor; 

(4) The finance company will not assign or trans- 
fer any retail time sales paper owned or held by it to 
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any other person, except a dealer from whom the 
finance company acquired the paper on a full 
recourse basis rather than upon a non-recourse 
basis or upon the dealer’s agreement to repurchase 
the automobile if repossessed, without limiting the 
rights, and creating an obligation in its assignee 
and his successors in interest, to proceed against the 
retail buyer only in the manner and to the extent 
that the finance company is authorized to proceed 
hereunder ; 

(5) The finance company will not make a higher 
charge, for granting an extension or rewriting a 
transaction, than the approximate pro-rata equiv- 
alent of the original finance charge, or charge more 
than 5 per cent of the delinquent instalments for 
reinstating a delinquent account or charge more 
than its out-of-pocket expense plus a reasonable 
amount for the time of its employes as collection 
or repossession expenses ; 

(6) The finance company will not require the 
dealer to take a chattel mortgage or other lien on 


-property other than the automobile purchased, as 


additional security for the payment for such auto- 
mobile sold for private and non-commercial use; 
and will not accept an assignment from the dealer 
of such a chattel mortgage or other lien; 

(7) The finance company will not represent to 
any person that it is in any way connected or affil- 
iated with the Manufacturer, or that it has been 
approved, recommended or endorsed by the Man- 
ufacturer, or in any way ascribe to the Manufac- 
turer or its dealers responsibility for, or authoriza- 
tion of, its acts; but this shall not prevent the 
finance company from stating if that be the case 
that it is a registered finance company, and at any 
time when a plan adopted by the Manufacturer is in 
effect this shall not prevent the finance company 
from stating if that be the case that it is a registered 
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finance company and is offering financing service 
in accordance with the plan; 
(8) The finance company will not intentionally 


do anything injurious to the goodwill of the manu. © 


facturer or to the reputation of its products, or to 
the goodwill of its dealers except as may result from 
the assertion of any legal or contractual rights; 

(9) The finance company will not without the con- 
sent of the Manufacturer disclose to any competitor 
of the Manufacturer information which it shall have 
received from: the Manufacturer ; 

(10) The finance company will disclose to the pur- 
chaser whatever information is required to be dis- 
closed by, and will otherwise comply with, any 
further order of the court entered pursuant to para- 
graph 8 of the decree hereinbefore mentioned ; 

(11) The finance company will not violate any 
other reasonable rule hereafter from time to time 
established by the Manufacturer, approved by the 
Department of Justice of the United States, and 
incorporated herein by the further order of the 
United States District Court for the Northern 
District of Indiana, after notice by registered mail 
to all registered finance companies and notice in 
such form as the court may determine to be reason- 
able to other finance companies and _ interested 
parties and an opportunity for hearing to the per- 
sons so notified. 

(C) The area within which the finance company 
conducts its business is: (insert either “‘the United 
States’’ or the names of specific states, cownties, or 
cities), and notwithstanding the designation of an 
area, the finance company nevertheless will comply 
with clauses (B) and (D) in all areas in which it 
may now or hereafter do business with dealers of the 
Manufacturer. 

(D) Until the effective date of any withdrawal of 
this statement by the finance company in the manner 
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provided by paragraph 1 of sub-paragraph (k), or 
in the manner provided by paragraph 5 or by para- 
graph 6, of sub-paragraph (j), of paragraph 6 of 
said decree, all retail time sales paper, created after 
the effective date if any plan or plans or modifica- 
tion thereof and covering new automobiles made by 
the Manufacturer, acquired by the finance company 
from the Manufacturer’s dealers (whether located 
in the area described in Clause (C) hereof or else- 
where), shall be acquired by it in accordance with 
the terms of any plan or plans of financing adopted 
by the Manufacturer as provided by said sub-para- 
graph (j) and then in effect ; provided: 


a. The finanee charges included in such re- 
tail paper may be less than the finance 
charges specified by such plan or plans or 
modification thereof, and the other terms of 
such paper may be more favorable to the re- 
tail purchaser than the terms so specified; 
and b. the finance company may acquire re- 
tail time sales paper covering new automo- 
biles made by the Manufacturer in which 
the retail purchaser of the automobile is re- 
quired to pay a finance charge in excess of 
the finance charge specified in the plan so 
adopted or modification thereof, but only if 
the finance company shall promptly credit 
such retail purchaser on the time purchase 
price of the automobile with the amount of 
the excess. The words “finance charge’’ as 
used in this statement shall mean the differ- 
ence between the cash delivered price of an 
automobile and the price of that automobile 
when sold on an instalment payment plan, in- 
eluding or not including (as the plan may 
provide) insurance for the retail purchaser. 


(E) This statement is filed on behalf of, and shall 
bind, the undersigned finance company and all 
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finance companies owned or controlled by the under- 
signed finance company, and all finance companies 
which own or control the undersigned finance com- 
pany or are under common ownership or control 
with it. 

(F) The address of the finance company’s prin- 
eipal office is_.._..--...---~...+.+~~-----------. 

Liosche) vraliteb- wise FINANCE CoMPANY, 


Peta 6D} cenit ph badiemec ane President. 
Attest: 
PerecU b> Ale otal ge , Secretary. 
RE OP niciihiirsinennbietns 
CONGO cuthsccdictin aleeds » 88: 
er iis sect PINE wiecihncdns gccncaani 1. sca 


personally appeared before me, a notary public, 
snob sihcshaby beach dipiin behabibatintalehanias , to me known and known 
to me to be the person who executed the foregoing 
statement, and who by me being duly sworn acknowl- 
edged and deposed that he is ~_---- President of 
said Corporation; that he executed the foregoing 
statement on its behalf; that he executed said state- 
ment by authority of the Board of Directors of said 
corporation and that the seal of said corporation 
was thereunto affixed by like authority. 
Se TE a, Guninenines , Notary Public, 
RO oe ke Si ctetwe 
aman eM eke a AA » Che 

je aan hated dette tte d , being duly sworn, 
deposes and says that he is an officer, to wit the___- 
ei JULES RL EE 
finance company which executed the foregoing state- 
ment, and that said statement is in all respect true. 


phish Mee EU STUSUL , Notary Public. 
(Appropriate changes to be made for finance eom- 
panies which are not corporations. ) 
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5. Any registered finance company may file with 
the court a notice in writing of its withdrawal of 
its sworn statement above mentioned, and served 
upon the Manufacturer a copy of said notice, cer- 
tified by the Clerk of the Court, and ninety days 
after such service or at such later date as may be 
stated in the notice, the finance company shall cease 
to be a registered finance company and the Manu- 
facturer shall notify its dealers that such finance 
company has ceased to be a registered finance com- 
pany. 

6. The Manufacturer shall notify each finance 
company, which makes written specific or continuing 
request therefor, by registered mail of every addi- 
tional rule which is incorporated in the sworn state- 
ment as provided in sub-division (11) of clause (B) 
of sub-paragraph ()) of this paragraph 6. The no- 
tice shall set forth the provisions of the rule and 
the date, not less than thirty days after the date 
of mailing the notice, upon which the rule shall go 
into effect. Any registered finance company so no- 
tified may before that date file with the court notice 
in writing setting forth that it withdraws its sworn 
statement because it does not intend to be bound by 
said rule, and serve upon the Manufacturer a copy 
ot said notice certified by the Clerk of the Court, and 
thereupon the finance company at once and without 
lapse of any time shall cease to be a registered 
finance company and the Manufacturer shall notify 
its dealers that said finanee company has ceased to 
be a registered finanee company. 

7. The Petitioner, the Manufacturer or any regis- 
tered finance company shall be entitled to make ap- 
plication to the court, for an order herein finding 
and adjudging that a registered finance company 
has failed to comply with its sworn statement, and 
jurisdiction of this cause is reserved for the entry 
of orders upon such applieations as the facts and 
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justice may require (after such notice and hear. 
ing as the court may direct) suspending or revoking 
the registration of any registered company or dis- 
missing the application. If the order shall provide 
that such finance company shall cease to be a regis- 
tered finance company indefinitely, the finance com- 
pany may, not less than six months thereafter, apply 
to the court for an order reinstating it as a regis- 
tered finance company, and jurisdiction of this cause 
is reserved to grant or deny such application, or 
grant it upon such terms and conditions, if any, as 
the court may determine for the purpose of assur- 
ing further compliance with such finance company’s 
sworn statement. Upon the entry of an order find- 
ing that a finance company has failed to comply 
with its sworn statement, as aforesaid, if the Manu- 
facturer shall have made the application for such an 
order, or upon service upon the Manufacturer of a 
copy of said order certified by the Clerk of the Court 
if another party shall have made such application, 
the Manufacturer shall notify its dealers of the en- 
try and the terms of such order and shall treat said 
company as a company that is not a registered 
finauce company or as the order of the court may 
require. 

8. Withdrawal of its sworn statement by a regis- 
tered finance company and any order suspending or 
revoking the registration of any registered company 
or dismissing the application shall be applicable to 
all finance companies embraced by the sworn state- 
ment under clause (E) thereof. 

9. Service of all papers hereinbefore required to 
be made upon the Manufacturer shall be made per- 
sonally upon an officer of the Manufacturer, or by 
registered mail to the Manufacturer, at its principal 
office now loeated in Highland Park, Detroit, Michi- 
gan. 
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\ear- 10. Service of all papers upon a finance company 
king pursuant to this decree shall be made personally or 
dis- by registered mail addressed to it at its principal 
Vide office as shown in its statement. 
4 (k) The Manufacturer shall not, except as here- 
0m- inafter provided, recommend, endorse or advertise 
pply the Respondent Finance Company or any other 
ris finance company or companies to any dealer or to 
ause the public; provided, however, that nothing in this 
, Or | decree contained shall prevent the Manufacturer in 
7, as good faith ; 
sur- (1) From adopting from time to time a plan or 
ny’s plans of financing retail sales of new automobiles 
find- made by the Manufacturer or from time to time 
oply withdrawing or modifying the same; 
anu- (2) From recommending to its dealers the use of 
h an such plans; 
of a (3) From advising its dealers that such plans are 
ourt available through all registered finance companies 
‘ion, which have indicated their readiness to do business 
: en- under the plan in such dealers’ area or from ad- 
said vising the names of such companies; 
ered (4) From advertising to the public and recom- 
may mending the use of such plans; 

(5) From advertisig to the public that such plans 
gis- are available through all registered finance com- 
g or | panies which have indicated their readiness to do 
any business under the plan in the area to which such ad- 
le to vertisement is directed or from advertising the 
ate. | names of such companies. 

| 1. The Manufacturer shall notify each finance company 
d 7 which makes written specific or continuing request there- 
aa | for by registered mail, of every plan and modification 
ipal thereof that the Manufacturer shall adopt. The notice 


chi- shall sct forth the provisions of the plan or modification 
| and the date, not less than thirty days after the date of 
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mailing the notice, upon which the plan or modification 
shall go into effect. Any registered finance company so 
notified may before that date file with the court notice in 
writing setting forth that it withdraws its sworn state- 
ment because it does not intend to be bound by said plan 
or modification, as the case may be, and serve upon the 
Manufacturer a copy of said notice certified by the Clerk 
of the Court, and thereupon the finance company at once 
and without lapse of any time shall cease to be a regis- 
tered finance company and the Manufacturer shall notify 
its dealers that said finance company has ceased to be a 
registered finance company. 

2. Nothing in this decree shall prevent the Manufac- 
turer from obtaining such assurances as it may desire from 
one or more finance companies before or after adoption of 
any plan or modification that it or they will make such plan 
or modification available for at least a specified period of 
time; provided, however, that the Manufacturer may not 
give such finance company or finance companies, as con- 
sideration for such assurances, any consideration prohib- 
ited by this decree. 

3. The adoption or modification of any plan under this 
sub-paragraph (i) shall not preclude any aggrieved finance 
company or any other aggrieved person, who considers 
that such plan or modification constitutes an unreasonable 
restraint of trade or commerce in automobiles under the 
Sherman Anti-trust Law from applying to this court to 
vacate such plan, and the court reserves jurisdiction to 
make an order upon such application approving or vacat- 
ing such plan, upon the execution of proper bond against 


damages for an order of vacation subsequently reversed 
or vacated. 
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on (1) The Manufacturer shall not use any informa- 
80 tion obtained from any dealer, his agents, represent- 
in atives, servants and employees, either directly by 
te. examination or inspection of his books or records, 


or through financial, operating or other statements 


lan or reports or otherwise, nor shall it require disclo- 
the sure of any such information, for the purpose of 
rk influencing such dealer to patronize Respondent 
1ce Finance Company or any other finance company 
ris | or group of finance companies. Nothing herein con- 
ify tained shall apply to the disclosure or use of any 
a | information at the dealer’s written request or for 
the purpose of assisting the dealer, at his specific 
| written request, to obtain wholesale or retail financ- 
ac- ing or special facilities or services from Respondent 
om Finance Company or any other finance company 
of designated by the dealer in such written request. 
lan 7. The Respondent Finance Company : 
of (a) Shall not represent in any manner to any 
not dealer that the Manufacturer requires him to pat- 
on- ronize Respondent Finance Company, or that his 
rib- | failure to do so will result in the cancellation or ter- 
mination by the Manufacturer of his contract, fran- 
chise or agreement, or in the loss of any advantage, 
‘his service or facility furnished by the Manufacturer, 
nee or that Respondent Finance Company can obtain 
ers from the Manufacturer any facility, service or priv- 
ible ilege which is not available to any other finance com- 
the pany, except (if Respondent Finance Company is 
| to a registered finance company) such services, facil- 
te ities or privileges as result from the registration of 
a registered finance company, under paragraph 6 of 
cat- this decree; 
inst ~ (b) Until further order of this court pursuant 
rsed to paragraph 8 hereof, shall pay to every dealer who 


ceases to do business with it the amount of all re- 
serves standing to the credit of such dealer, less any 


41063 O—59———_42 
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off-setting indebtedness of such dealer, such pay- 
ment to be made not later than thirty (30) days 
after liquidation of all of the retail paper acquired 
from such dealer, and shall comply with any pro- 
visions relating thereto contained in any further 
decree entered pursuant to paragraph 8 of this 
decree; 

(c) Shall not enter into any contract, agreement 
‘or understanding with any dealer, in connection 
with wholesale financing for which a separate 
charge is not made, which requires the dealer to 
deal with Respondent Finance Company in respect 
of retail financing of automobiles not financed at 
wholesale by Respondent Finance Company ; 

(d) Shall not, except upon written request of the 
dealer or prospective dealer, arrange or agree with 
the Manufacturer that an agent of the Manufacturer 
and an agent of Respondent Finance Company shall 
together be present with any dealer or prospective 
dealer for the purpose of influencing the dealer or 
prospective dealer to patronize Respondent Finance 
Company ; provided, however, that it shall not he a 
violation of this decree for Respondent Finance 
Company by joint conference with a dealer or pro- 
spective dealer and a representative of the Manv- 
facturer to agree to furnish to such dealer or pro- 
spective dealer, because of his financial situation or 
requirements, special facilities or services (such 
term not including only the financing of the ship- 
ment or delivery of automobiles to such dealer or 
prospective dealer and/or only the purchase or 
acquisition of retail time sales paper from him in 
the regular course of business) and in part consid- 
eration of such special facilities or services to ar- 
range for the dealer or prospective dealer to do 
business with Respondent Finance Company on an 
exclusive basis for such reasonable period of time 
as may be agreed between them. 
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8. In the event that a final deeree not subject to further 
review is entered by a court of competent jurisdiction in 
any proceeding hereafter instituted by the United States 
against General Motors Corporation and General Motors 
Acceptance Corporation, granting relief to the Govern- 
ment against said corporations upon allegations substan- 
tially identical with the allegations in Paragraph 18 of 
Section III of the petition herein, then and in that event 
the court shall have jurisdiction to enter its supplemental 
decree herein granting such relief, if any, against the Re- 
spondent Finance Company, or any of them, with respect 
to the allegations of said paragraph of the petition, as 
justice may then require. Such proceedings shall be upon 
application of the United States and upon proper notice 
and opportunity for hearing to the respondents and the 
presentation of evidence (including evidence with respect 
to the other acts and practices of the Respondent Finance 
Company and the Manufacturer alleged in the petition and 
evidence of the acts and practices of other finance com- 
panies and the volume of business done by them) relevant 
in determining the legality under the Sherman Anti-trust 
Law of the acts and practices of the Respondent Finance 
Company alleged in Paragraph 18 of Section III of the 
petition and established before the court, considered in 
combination with any other acts and practices of the Re- 
spondent Finance Company and the Manufacturer alleged 
in the petition and established before the court, and rele- 
vant in determining what further decree, if any, is neces- 
sary in addition to this decree in order to require Respond- 
ent Finance Company thereafter to conduct its business 
in accordance with the Sherman Anti-trust Law in respect 
of the acts and practices alleged in said paragraph, reserv- 
ing to each of the Respondent Finance Company the right 
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to present all defenses in law or fact as to any of the 
matters tendered by the Government in such proceeding 
which would be open if this decree had not been entered, 
provided, however, that such supplemental decree shall be 


ee 


subject to review as fully as though entered as the final | 


decree in an original nonjury action and shall be vacated 
upon motion of any party if not so reviewable. 

9. The respondents shall not in combination or con- 
spiracy do any act which this decree forbids or omit any 
act which this decree requires. 

10. Upon complaint by the petitioner that any respond- 
ent has failed to comply with the provisions of the fore- 
going sub-paragraphs (e), (f), (7), and (1) of paragraph 
6, or of sub-paragraph (d) of paragraph 7 of this decree, 
and the defense of such respondent that the act or aets 
complained of were not done for the forbidden purpose 
or purposes, the burden shall be upon such respondent to 
prove that the act complained of was done for a purpose 
not forbidden. 

11. The Manufacturer shall mail a copy hereof to its 
dealers, regional and district managers and field represen- 
tatives in the continental United States and Respondent 
Finance Company shall mail a copy hereof to its zone, 
regional and branch managers in the continental United 
States; and said Manufacturer and Respondent Finance 
Company, respectively, shall within thirty (30) days after 
the entry of this deeree file with this court an affidavit or 
affidavits showing the manner in which they severally shall 
have complied with this provision hereof. 

12. The respondent Finanee Company shall not pay to 
any automobile manufacturing company and the Manufae- 
turer shall not obtain from any finance company any 
money or other thing of value as a bonus or commission 


EN . 
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on account of retail time sales paper acquired by the 
finance company from dealers of the Manufacturer. The 
Manufacturer shall not make any loan to or purchase the 
securities of Respondent Finance Company or any other 
finance company, and if it shall pay any money to Respond- 
ent Finance Company or any other finance company with 
the purpose or effect of inducing or enabling such finance 
company to offer to the dealers of the Manufacturer a 
lower finance charge than it would offer in the absence of 
such payment, it shall offer in writing to make, and if 
such offer is accepted it shall make, payment upon sub- 
stantially similar bases, terms and conditions to every other 
finance company offering such lower finance charge; pro- 
vided, however, that nothing in this paragraph contained 
shall be construed to prohibit the Manufacturer from 
acquiring notes, bonds, commercial paper, or other evidence 
of indebtedness of Respondent Finance Company or any 
other finance company in the open market. 

It is an express condition of this decree that notwith- 
standing the provisions of the preceding paragraph of this 
paragraph 12 and of any other provisions of this decree, 
if an effective final order or decree not subject to further 
review shall not have been entered on or before January 1, 
1941, requiring General Motors Corporation permanently 
to divest itself of all ownership and control of General 
Motors Acceptance Corporation and of all interest therein, 
then and in that event, nothing in this decree shall pre- 
clude the Manufacturer from acquiring and retaining 
ownership of and/or control over or interest in any finance 
company, or from dealing with such finance company and 
with the dealers in the manner provided in this decree or 
in any order of modification or suspension thereof entered 
pursuant to paragraph 12a. The Court, upon application 
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of the respondents or any of them, will enter an order oy 
decree to that effect at the foot of this decree, and the right | 
of any respondent herein to make the application and to 
obtain such order or decree is expressly conceded and 
granted. 

12a. It is a further express condition of this decree that; 


(1) If the proceeding now pending in this court 
against General Motors Corporation instituted by 
the filing of an indictment by the Grand Jury on 
May 27, 1938, No. 1039, or any further proceed- 
ing initiated by reindictment of General Motors 
Corporation for the same alleged acts, is finally 
terminated in any manner or with any result 
except by a judgment of conviction against 
General Motors Corporation and General Motors 
Acceptance Corporation therein, then and in that 
event, every provision of this decree except those 
contained in this sub-paragraph (1) of this para- 
graph 12a of this decree, shall forthwith become in- 
operative and be suspended, until such time as 
restraints and requirements in terms substantially 
identical with those imposed herein, shall be im- 
posed upon General Motors Corporation and Gen- 
eral Motors Acceptance Corporation and their sub- 
sidiaries either (a) by consent decree, or (b) by 
final decree of a court of competent jurisdiction not 
subject to further review, or (¢) by decree of such 
court which although subject to further review con- 
tinues effective. The court reserves jurisdiction 
upon application of any party to enter orders at the 
foot of this decree in accordance with the provisions 
of this paragraph. 

(2) A general verdict of guilty returned against 
General Motors Corporation in said proceeding, fol- 
lowed by the entry of judgment thereon, shall be 
deemed to be a determination of the illegality of any 
agreement, act, or practice of General Motors Corpo- 
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ration which is held by the trial court, in its instruc- 
tions to the jury, to constitute a proper basis for 
the return of a general verdict of guilty. <A special 
verdict of guilty returned against General Motors 
Corporation in said proceeding, followed by the 
entry of judgment thereon, shall be deemed to 
constitute a determination of the illegality of any 
agreement, act, or practice of General Motors Corpo- 
ration which is the subject of such special verdict of 
guilty. A plea of guilty or nolo contendere by 
General Motors Corporation, followed by the entry 
of judgment of conviction thereon, shall be deemed 
to be a determination of the illegality of any agree- 
ment, act, or practice which is the subject matter of 
such plea. The determination, in the manner pro- 
vided in this clause, of the illegality of any agree- 
ment, act, or practice of General Motors Corpora- 
tion shall (for the purposes of clause (3) .of this 
paragraph) be considered as the equivalent of a 
decree restraining the performance by General 
Motors Corporation of such agreement, act or prac- 
tice, unless or until such judgment is re- 
versed, or unless such determination is based, in 
whole or in part, (a) upon the ownership by Gen- 
eral Motors Corporation of General Motors Ac- 
ceptance Corporation, or (b) upon the performance 
by General Motors Corporation of such agreement, 
act, or practice in combination with some other 
agreement, act, or practice with which the respond- 
ents are not charged in the indictment heretofore 
filed against them by the Grand Jury on May 27, 
1938, No. 1040; 

(3) After the entry of a consent decree against 
General Motors Corporation, or after the entry of 
a litigated decree, not subject to further review, 
against General Motors Corporation by a court of 
the United States of competent jurisdiction, or 
after the entry of a judgment of conviction against 
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General Motors Corporation in the proceeding here. 
inbefore referred to, or after January 1, 194 
(whichever date is earliest), the court upon appli- 
eation of any respondent from time to time wil] 
enter orders: | 

(i) suspending each of the restraints and require- 
ments contained in sub-paragraphs (d) to (f) and 
(h) to (1), inclusive of paragraph 6 of this decree 
to the extent that it is not then imposed, and until 
it shall be imposed, in substantially identical terms, 
upon General Motors Corporation and its subsidi- 
aries, and suspending each of the restraints and 
requirements contained in sub-paragraphs (a), {c), 
and (d) of Paragraph 7 of this decree to the extent 
that it is not imposed and until it shall be imposed 
in substantially identical terms, upon General 
Motors Acceptance Corporation and its subsidiar. | 
ies, either (w) by consent decree, or (2) by final 
decree of a court of competent jurisdiction not sub- 
ject to further review, or (y) by decree of such | 
court which, although subject to further review, 
continues effective or (2) by the equivalent of such 
a decree as defined in clause (2) of this paragraph; 
provided, however, that if the provisions of a con- 
sent or litigated decree against General Motors Cor. 
poration and its subsidiaries corresponding to sub- 
paragraphs (7) and (k) of paragraph 6 of this 
decree are different from said sub-paragraphs of 
this decree, then upon application of the respond- 
ents any provision or provisions of said sub-para- 
graphs will be modified so as to conform to the cor- 
responding provisions of such General Motors Cor- | 
poration decree ; 

(ji) suspending each of the restraints and re- 
quirements contained in the remaining sub-para- 
graphs (a), (b), (c), and (g) of paragraph 6 to the 
extent that it is not then imposed, and until it shall 
be imposed, upon General Motors Corporation and 
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here. its subsidiaries in any manner specified in the fore- 
1949 | going sub-clause (i) of this clause (3), if any 
appli. respondent shall show to the satisfaction of the 
e will court that General Motors Corporation or its sub- 
sidiaries is performing any agreement, act, or prac- 
quire. tice prohibited to the Manufacturer by said remain- 
) and ing sub-paragraphs, and suspending each of the 
decree restraints and requirements contained in sub-para- 
| until graph (b) of Paragraph 7 of this decree to the 
terms, extent that it is not imposed, and until it shall be 
ibsidi- imposed, upon General Motors Acceptance Cor- 
S and poration and its subsidiaries in any said manner, if 
), {¢), any respondent shall show to the satisfaction of the 
extent court that General Motors Acceptance Corporation 
1posed is performing any agreement, act, or practice pro- 
eneral hibited to Respondent Finance Company by said 
sidiar- sub-paragraph (b) of Paragraph 7; 
y final (iii) suspending the restraints of sub-paragraph 
ot sub- | (d) of paragraph 7 of this decree as to Respondent 
f such Finance Company, in the event that the restraints 
"eview, of sub-paragraph (7) of paragraph 6 of this decree 
f such are suspended as to the Manufacturer ; 
graph; (4) The right of the respondents or any of them 
a Con- | to make any application for the suspension of any 
rs Cor- provision of this decree in accordance with the pro- 
to sub- visions of this paragraph 12a and to obtain such 
of this relief is herebv expressly granted. 
phs : In the event that at any time prior to the date when 
aa General Motors Corporation has permanently divested it- 
he cor self of all ownership and control of and interest in General 
rs Cor | Motors Acceptance Corporation, General Motors Accept- 
ance Corporation shall make available to dealers of Gen- 
and re- eral Motors Corporation in any area a finance charge, on 
b-para- _ all or any class of automobiles sold by dealers of General 
“oe | Motors Corporation, less than the finance charge then gen- 
it s 


erally available to dealers of the Manufacturer within such 


ion and 
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area, nothing in this decree shall prevent the Manufac. 
turer from making, and the Manufacturer may make, ad- 


make such applications and to obtain such relief jg 
dealers in such area who agree to reduce to an amount 


approved by the Manufacturer (but not less than that then 
made available by General Motors Acceptance Corpora- 
tion) the finance charges which such dealers of the Manu- 
facturer in such area receive from any class of retail pur- 
chasers of automobiles, provided that such adjustments, 
allowances, or payments shall not discriminate among such 
dealers in such area. 

13. This decree shall not be pleaded in bar by the re- 
spondents in any action under the Anti-Trust Laws insti- 
tuted by the petitioner against them or any of them in this 
court or in a court in any other judicial district as to 
matters arising after the entry of this decree; provided, 
however, that this paragraph shall not apply to matters 
which are covered by this decree or which form a part of 
the cause of action herein or which are a continuance or 
repetition of acts or practices in which the respondents 
now engage which form a part of the cause of action herein, 

14. Jurisdiction of this cause is retained for the purpose 
of enabling any of the parties to this decree to make ap- 
plication to the court at any time for such further orders 
and directions as may be necessary or appropriate in rela- 
tion to the construction of or carrying out of this decree, 
for the modification thereof (including, without limitation, 
any modification upen application of the respondents or 
any of them required in order to conform this decree to 
any Act of Congress enacted after the date of entry of 
this decree), for the enforcement of compliance therewith, 
the punishment of violations thereof, and the carrying out 
of the provisions of subparagraphs (j) and (hk) of para- 
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graph 6 hereof, and the October, 1938, Term of this court 
is hereby extended indefinitely for such purposes. 

15. It is hereby further provided that if it shall appear 
to the court upon application of any respondent that, (A) 
in any twelve (12) months’ period after the date of entry 
of this decree, any present or future competitor of the 
Manufacturer other than General Motors Corporation or 
Ford Motor Company shall have sold in the United States, 
or any State thereof, a quantity of automobiles that shall 
equal or exceed 25% of the automobiles sold by the Manu- 
facturer in the United States or said State in said period, 
and (B) that such competitor is doing or engaging in any 
of the acts, practices, prucedures or things then prohibited 
hereunder or is failing to do or engage in any act, practice, 
procedure or thing required hereunder, and (C) that the 
doing or engaging in of said acts, practices, procedures or 
things, or the omission of them, as the ease may be, by such 
sompetitor has resulted or threatens to result in placing 
the Manufacturer at a competitive disadvantage in the sale 
of automobiles as against such competitor, and (D) that 
the petitioner herein has not obtained or is not proceeding 
with due diligence by civil or criminal proceedings, 
to obtain an adjudication of the illegality of such arts, 
practices, procedures or things so performed or engaged in, 
or omitted to be performed or engaged in, as the case may 
be, under the Anti-Trust Laws, the court upon application 
of the respondents or any of them will enter its further 
order and decree providing that the provisions of this 
deeree not so imposed upon or sought to be adjudicated 
against such competitor shall be operative and that they 
shall have no future force or effect in the United States 
or said State, as the case may be, and the right of the 
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respondents to make such applications and to obtain such 
relief is hereby expressly granted. 

It is hereby further provided that if it shall appear to 
the court upon application of any respondent that (A) in 
any twelve (12) months’ period after the date of entry of 
this decree any present or future competitor of Respond- 
ent Finanee Company other than General Motors Ac- 
eeptance Corporation or Commercial Investment Trust 
Corporation or Universal Credit Company shall have 
financed the retail sale of a quantity of automobiles in the 
United States or any State thereof that shall equal or 
exceed 25% of the automobiles the sale of which was 
financed by Respondent Finance Company in the United 
States or said State in said period; and (B) that such 
competitor is doing or engaging in any of the acts, prac- 
tices, procedures, or things then prohibited hereunder or is 
failing to do or engage in any act, practice, procedure, or 
thing required hereunder; and (C) that the doing or en- 
gaging in of said acts, practices, procedures or things, 
or the omission of them, as the case may be, by such com- 
petitor has resulted or threatens to result in placing the 
Respondent Finance Company at a competitive disadvan- 
tage in financing the sale of automobiles as against such 
eompetitor: and (1D) that the petitioner herein has not 
obtained or is not proceeding with the due diligence by civil 
or criminal proceedings to obtain an adjudication of the 
illegality of such acts, practices, procedures, or things so 
performed or engaged in, as the case may be, under the 
Anti-Trust Laws, the court upon application of. the 
respondents or any of them will enter its further order and 
deeree providing that the provisions of this decree not so 
imposed upon or sought to be adjudicated against such 
eompetitor shall be inoperative and that they shall have no 
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. future force or effect in the United States or said State, 


as the case may be, and the right of the respondents to 
make such applications and to obtain such relief is 
hereby expressly granted. 

16. Nothing in this decree shall limit the control by the 
Manufacturer of a subsidiary or limit the control by 
Respondent Finance Company of any subsidiary or affili- 
ated company. 

17, Whenever obligations are imposed upon the respond: 
ents by the laws or regulations of any state with which the 
respondents by law must comply in order to do business in 
such state, the court upon application of the respondents 
or any of them will from time to time enter orders reliev- 
ing the respondents from compliance with any require- 
ments of this decree in conflict with such laws or regula- 
tions and the right of the respondents to make such ap- 
plications and to obtain such relief is expressly granted. 

18. After four years after the date of the entry of this 
decree any respondent may apply to the court to vacate 
this decree or any supplemental decree entered pursuant 
to paragraph 8 hereof or to vacate or modify any provision 
thereof on the ground that the commission or omission of 
any of the agreements, acts, or practices herein prohibited 
or required, under the economic or competitive conditions 
existing at the time of such application, does not constitute 
an unreasonable restraint of trade or commerce among the 
states in automobiles within the meaning of the Sherman 
Anti-trust Law as amended to the date of such application, 
regardless of whether or not such economic or competitive 
conditions are new or unforeseen. Jurisdiction of this 
cause is retained for the purpose of granting or denying 
such applications as justice may require and the October 
19388 Term of this court is hereby extended indefinitely 











664 AUTO FINANCING LEGISLATION 


for such purpose and the right of the respondents to make 
such applications and to obtain such relief is expressly 
granted. The provisions of this paragraph are in addi- 
tion to, and not in limitation of, the provisions of any other 
paragraph of this decree. 

19. This decree shall have no effect with respect to 
respondents’ acts and operations without the continental 
United. States or to their acts and operations within the 
continental United States relating, exclusively, to acts and 
operations without the continental United States. 

20. This decree shall go into effect one hundred and 
twenty days after the date of entry hereof, except as to the 
provisions of paragraphs 8, 11, and 12, hereof, which said 
paragraphs shall take effect as therein provided. 

THos. W. Strick, District Judge. 


DaTeD: NovEMBER 15, 1938. 
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In the District Court of the United States for 
the Northern District of Indiana 


Crviz No. 8 


UNITED STATES OF AMERICA, PETITIONER 
v. 
Forp Moror Company, UNIVERSAL CREDIT CORPORATION, ET 
AL., RESPONDENTS 


FINAL DECREE 


1. The United States of America filed its petition herein 
on November 7, 1938; each of the respondents appeared 
and filed its answer to such petition, and asserted the truth 
of its answer and its innocence of any violation of law; the 
petitioner and the said respondents desire to avoid the ex- 
penses of a trial of the issues therein and the loss of time 
occasioned thereby ; no testimony having been taken, each 
of the respondents consented to the entry of this decree 
without any findings of fact, upon condition that neither 
such consent nor this decree shall be considered an admis- 
sion or adjudication that it has violated any statute; and 
the United States of America by its counsel having con- 
sented to the entry.of this decree and to each and every 
provision thereof, and having moved the court for this in- 
junction, 

Therefore, it is ordered, adjudged, and decreed as 
follows : 

2. That the court has jurisdiction of all persons and par- 
ties hereto; and for the purposes of this decree and pro- 
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ceedings for the enforcement thereof, and for no other 
purpose, that the court has jurisdiction of the subject mat- 
ter hereof and the petition states a cause of action against 
the respondents under the Act of July 2, 1890, entitled ‘‘ An 
Act to Protect Trade and Commerce Against Unlawful 
Restraints and Monopolies.”’ 

3. ‘‘Respondent Finance Company”’ as used in this de- 
cree shall include Universal Credit Corporation, Univer- 
sal Credit Company (a Delaware corporation), Universal 
Credit Company (an Indiana corporation), Universal 
Credit Company, Inc., Commercial Investment Trust Cor- 
poration, and Commercial Investment Trust Incorporated 
and their officers, directors, agents, and employees. ‘‘Man- 
ufacturer’’ as used in this decree shall include Ford Motor 
Company and its officers, directors, agents, and employees. 

4. The respondents, their officers, directors, agents, and 
employees, be and they are hereby enjoined from doing 
the acts hereby prohibited and to do the acts hereby 
directed. 

5. The following terms, as used in this decree, shall have 
the following meanings: 

(a) ‘‘Person’’ shall mean a person, firm, corpo- 
ration, or association. 

(b) ‘‘Dealer’’ shall mean a person who holds a 
franchise from, or approved by, the Manufacturer; 
that provides for the purchase at wholesale of new 
automobiles made by the Manufacturer; and who 
resells the automobiles at retail. 

(c) ‘‘Wholesale financing’’ shall mean the ad- 
vancing by a finance company, as hereinafter de- 
fined, of money or credit to or for the account of a 
dealer to cover, in whole or in part, the cost of new 
automobiles ordered by the dealer at wholesale. 





de- 


PRY EBS 


ind 
ing 
aby 


ave 





.and the price of that automobile .when sold on an 




























AUTO FINANCING LEGISLATION 667 


(d) ‘Retail financing”’ shall mean the purchase 
or other acquisition of retail time sales paper from 
dealers by finance companies, as hereinafter defined. 

(e) ‘Finance ‘charge’’ shall mean the difference 
between the cash delivered price of an automobile 


installment payment plan, including or not includ- 
ing (as the plan may provide) insurance for the 
retail purchaser. 

(f) ‘*Finance company’’ shall mean a person en- 
gaged chiefly in wholesale financing or retail financ- 
ing, or both. 

(g) ‘Retail time sales paper’”’ shall mean any 
conditional sale contract, ‘chattel mortgage, lease, 
note, or other instrument given to evidence or secure 
the obligation to pay the whole or any part of the 
price of automobiles sold by a dealer at retail. 

(h) ‘A finance company”’ or ‘‘any finance com- 
pany”’ shall include Respondent Finance Company. 

(i) ‘‘Registered finance.company”’ shall mean a 
finance company which shall be registered as pro- 
vided in subparagraph (j) of paragraph 6 of this 
decree including Respondent Finance Company if 
it be a registered finance company. 

(j) “Chrysler Corporation’? means Chrysler 
Corporation, a corporation of the State of Delaware, 
and its subsidiaries and successors, “‘General 
Motors Corporation’’ means General Motors Corpo- 
ration, a corporation of the State of Delaware, and 
its subsidiaries and successors, and ‘General 
Motors Acceptance Corporation’? means General 
Motors Acceptance Corporation, a corporation of 
the State of New York, and General Motors Accept- 
ance Corporation of Indiana, Incorporated, a 
corporation of the State of Indiana, and their sub- 
sidiaries and successors. 
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6. The Manufacturer: 


to pay for any automobile shipped or otherwise delivered 
by the Manufacturer to any dealer, upon written specific 
or continuing authority of the dealer ; 

(b) So long as the Manufacturer shall continue to give 
or assign to Respondent Finance Company, or any other 
finance company, any document of title or lien in respeet 
of such automobiles, it shall not refuse, upon written 
request of any other finance company, to make available 
or assign to it similar documents of title or lien in respect 
of automobiles similarly shipped or delivered to the dealer 
and paid for by the finance company upon substantially 
similar terms and conditions; 

(c) So long as the Manufacturer shall continue to fur- 
nish Respondent Finance Company, or any other finance 
company, space for maintaining an office in any place of 
business of the Manufacturer, it shall not refuse, upon 
substantially equivalent terms and conditions and upon 
written request of any other finance company that extends 
wholesale financing facilities to dealers operating under 
franchise of the Manufacturer, to furnish it space for 
maintaining an office in such place of business; provided 
that it shall not be a violation of this decree for the Man- 
ufacturer to furnish the same only to registered finance 
companies as defined in sub-paragraph (j) of this para- 
graph 6; 

(d) So long as the Manufacturer shall knowingly con- 
tinue to furnish to Respondent Finance Company, or any 
other finance company, the identity of or other informa- 
tion concerning dealers or prospective dealers, it shall not 
knowingly refuse to furnish corresponding information, 
upon substantially similar terms and conditions and upon 





(a) Shall permit any finance company or other person | 








erson 
vered 
ecifie 


give 
other 
spect 
‘itten 
lable 
spect 
ealer 
‘ally 


fur- 
ance 
ce of 
upon 
upon 
ends 
nder 
- for 
‘ided 
Man- 
ance 
ara- 


con- 

any 
‘ma- 
not 
‘on, 
|pon 





ee 


| 


AUTO FINANCING LEGISLATION 669 


specific or continuing request as to identity and specific 
put noncontinuing request as to other information, to any 
other finance company whose territory includes the loca- 
tion of such dealer’s or prospective dealer’s place of busi- 
ness; provided that it shall not be a violation of this decree 
for the Manufacturer to furnish the same only to regis- 
tered finance companies as defined in sub-paragraph (Jj) 
of this paragraph 6, or only to a finanee company desig- 
nated in writing to the Manufacturer by the dealer or 
prospective dealer ; 

(e) Except as provided by sub-paragraphs (j) and (k) 
of this paragraph 6, 

(1) the Manufacturer shall not establish any 
practice, procedure, or plan for the retail or whole- 
sale financing of automobiles for the purpose of 
enabling Respondent Finance Company or any 
other finance company or companies to enjoy a com- 
petitive advaiitage in obtaining the patronage of 
dealers through any service, facility, or privilege 
extended by the Manufacturer pursuant to such 
practice, procedure, or plan, if such service, facility, 
or privilege, or a service, facility, or privilege cor- 
responding thereto, is not made available upon its 
written request to any other finance company upon 
substantially similar terms and conditions; and 

(ii) so long as the Manufacturer shall continue 
to afford any service, facility, or privilege not other- 
wise specifically referred to in this decree to re- 
spondent Finance Company or any other finance 
conipany or companies, it shall not refuse to afford 
similar or corresponding services, facilities, or privi- 
leges upon substantially similar terms and conditions 
and upon written request to any other finance com- 
pany for the purpose of giving Respondent Finance 
Company or any other finance company or com- 
panies a competitive advantage in obtaining the 
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* patronage of dealers; provided that it shall not be 


a violation of this decree for the Manufacturer to | 


afford such service, facility, or privilege only to 

registered finance companies as defined in sub- 

paragraph '(j) of this paragraph 6 or only to a 

finance company designated in writing to the 

Manufacturer by the dealer or prospective dealer; 
the written request shall specify in each instance the par- 
ticular service, facility, or privilege desired ; 

(f) The Manufacturer shall not give or make available 
or deny or threaten to deny to any dealer any service or 
facility, or discriminate among its dealers in any other 
manner, for the purpose ‘of influencing a dealer to patron- 
ize Respondent Finance Company or any other finance 
company, or registered finance companies; 

(g) The Manufacturer shall not enter into or further 
continue any contract or agreement with any dealer (1) 
which provides that the dealer shall patronize only Re- 
spondent Finance Company or any other finance company 
selected by the Manufacturer or registered finance com- 
panies or (2) which requires the dealer to observe any 
plan for or rate of financing the purchase and sale of 
automobiles designated by the Manufacturer; 

(h) The Manufacturer shall not eancel or terminate any 
contract, franchise, or agreement with any dealer, or 
threaten to do so, because of failure of such dealer to 
patronize Respondent Finance Company, or any other 
finance company, or because of the failure of the dealer 
to patronize registered finance companies; 

(7) The Manufacturer shall not, except in each instance 
upon written request of the dealer or prospective dealer, 
arrange or agree with Respondent Finance Company or 
any other finance company that an agent of the Manv- 
facturer and an agent of the finance company shall 
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together be present with any dealer or prospective dealer 
for the purpose of influencing the dealer to patronize Re- 
spondent Finance Company or such other finance com- 
pany; provided, however, that it shall not be a violation 
of this decree for the inanufacturer to assist any dealer or 
prospective dealer, because of said dealer’s or prospective 
dealer’s financial situation or requirements, by joint con- 
ference with him and a representative of a particular 
finance company, to obtain special facilities or services 
(such term not including only the financing of the ship- 
ment or delivery of automobiles to such dealer or prospec- 
tive dealer and/or only the purchase or acquisition of retail 
time sales paper from him in the regular course of busi- 
ness) from the particular finance company and, in part 
consideration of such special facilities or services, for 
such dealer or prospective dealer to arrange to do business 
with such finance company on an exclusive basis for a 
reasonable period of time as may be agreed between them; 

(j) As used in this decree the word “‘registered’’ as 
applied to a finance company means a finance company 
that shall have done the following things and shall have 
filed a statement that meets the following requirements: 

1, The statement shall be signed and acknowledged by 
the finance company and sworn to by an officer thereof, 
and shall have been filed in this proceeding and a copy 
thereof certified by the clerk shall have been served on the 
Manufacturer. 

2. The finance company shall not in any manner have 
withdrawn the statement or rendered it ineffective. 

3. The court shall not have made an order to the effect 
that the finance company shall cease to be a registered 
finance company ; or, if so, the finance company shall have 
obtained an order reinstating it as a registered finance 
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company, or otherwise shall have become again a registered 
finance company. 
4. The statement shall be in the following form: 


To Ford Motor Company (hereinafter called the 
**Manufacturer’’) : 

(A) This statement is made pursuant to sub- 
paragraph (j) of paragraph 6 of a decree of the | 
United States District Court for the Northern Dis. | 
trict of Indiana, in a cause entitled ‘‘Untted States | 
of America vs. Ford Motor Company, et al.,’”’ dated 
November 15, 1938. 

(B)- The undersigned finanee company, in acquir- 
ing retail time sales paper, arising from sales of 
automobiles, from dealers of the Manufacturer, 
wherever located, will conform to the following 
rules: 

(1) If the finance company acquires retail time 
sales paper from a dealer of the Manufacturer on 
a finance plan which includes insurance to be ar- 
ranged for by the finance company, the finance eom- 
pany shall (unless the insuranee company to which 
the risk is submitted declines to write the risk) 
arrange for such insuranee as the dealer represents 
to the finanee company is to be arranged for by 
it and shall mail or cause to be mailed to the buyer 
a policy or certificate of insurance so arranged for 
within twenty-five days after the finance company 
acquires such retail time sales paper. Such policy 
or certificate shall recite the character of the cover- 
age and the amount of the insurance premium; 

(2) The finance company will not require or ae- 
cept assigninents of wages or salaries, or garnish 
wages or salaries to collect deficiency judements in 
respect of automobiles sold for less than $1.000 and 
for private and nou-commereial use unless, prior 
to repossession, It has requested the buyer to return 
the automobile to it and he has not done so; 
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(3) The finance company will not take any defi- 
ciency judgment where the retail purchaser of an 
automobile, sold for private and non-commercial 
use, has paid at least 50% of his note or other obliga- 
tion, and will not collect from any retail purchaser 
of an automobile, through deficiency or other judg- 
ments, any amount in excess of its actual losses and 
expenses upon the failure of such purchaser to pay 
his note or other obligation, and will pay to or credit 
to the accouut of such purchaser any surplus over 
the amount owing by him on his note or other obliga- 
tion which the finance company or its nominee or its 
affiliated or subsidiary company may realize on the 
purchaser’s note or other obligation and the auto- 
mobile or any other security therefor ; 

(4) The finance company wi!l not assign or trans- 
fer any retail time sales paper owned or held by 
it to any other person, except a dealer from whom 
the finance company acquired the paper on a full 
recourse basis ritther than upon a non-recourse basis 
or upon the dealer’s agreement to repurchase the 
automobile if repossessed, without limiting the 
rights, and creating an obligation in its assignee 
and his successors in interest, to proceed against 
the retail buyer only in the manner and to the extent 
that the finance company is authorized to proceed 
hereunder ; t 

(5) The finance company will not make a higher 
charge, for granting an extension or rewriting a 
transaction, than the approximate pro-rata equiva- 
lent of the original finance charge, or charge more 
than 5 per cent. of the delinquent installments for 
reinstating a delinquent aecount or charge more 
than its out-of-pocket expense plus a reasonable 
mnuount for the time of its employees as collection or 
repossession expenses ; 

(6) The finance company will not require the 
dealer to take a chattel inortgage or other lien on 
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property other than the automobile purchased, as 
additional security for the payment for such auto- 
mobile sold for private and non-commercial use ; and 
will not accept an assignment from the dealer of 
such a chattel mortgage or other lien; 

(7) The finance company will not represent to 
any person that it is, in any way, connected or affili- 
ated with the Manufacturer, or that it has been 
approved, recommended, or endorsed by the Manu- 
facturer, or in any way ascribe to the Manufacturer 
or its dealers responsibility for, or authorization of, 
its acts; but this shall not prevent the finance com- 
pany from stating if that be the case that it is a 
registered finance company, and at any time when a 
plan adopted by the Manufacturer is in effect this 
shall not prevent the finance company from stating 
if that be the case that it is a registered finance com- 
pany and is offering financing service in accord- 
ance with the plan; 

(8) The finance company will not intentionally 
do anything injurious to the good will of the Manv- 
facturer or to the reputation of its products, or to 
the good will of its dealers except as may result 
from the assertion of any legal or contractual 
rights ; 

(9) The finance company will not without the 
consent of the Manufacturer disclose to any com- 
petitor of the Manufacturer information which it 
shall have received from the Manufacturer ; 

(10) The finance company will disclose to the 
purchaser whatever information is required to be 
disclosed by, and will otherwise comply with, any 
further order of the court entered pursuant to 
paragraph 8 of the decree hereinbefore mentioned; 

(11) The finance company will not violate any 
other reasonable rule hereafter from time to time 
established by the Manufacturer, approved by the 
Department of Justice of the United States and 
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incorporated herein by the further order of the 
United States District Court for the Northern 
District of Indiana, after notice by registered mail 
to all registered finance companies and notice in 
such form as the court may determine to be reason- 
able to other finance companies and interested 
parties and an opportunity for hearing to the per- 
sons so notified. . 

(C) The area within which the finance company 
conducts its business is: (insert either “the United 
States’’ or the names of specific states, counties or 
cities), and notwithstanding the designation of an 
area, the finance company nevertheless will comply 
with clause (B) in all areas in which it may now or 
hereafter do business with dealers of the Manu- 
facturer. 

(D) This statement is filed on behalf of, and shall 
bind, the undersigned finance company and all 
finance companies owned or controlled by the un- 
dersigned finance company, and all finance com- 
panies which own or control the undersigned finance 
company or are under common ownership or control 
with it. 

(E) The address of the finance company’s prin- 
GOI ONEOS Wis ibs ntt cn citing 
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BO wn ceg mite tegbednte ie bmal , President. 
Attest 
MAUL SLUR , Secretary. 
DUNES OF sdlsniinckuseand : 
COMBE OF oc. cictipitaentnnsiihssinnoppig , aes 
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personally appeared before me, a notary public, 
Ube GULLS GU So , to me known and known 
to me to be the person who executed the foregoing 
statement, and who by me being duly sworn ac- 
knowledged and deposed that he is ------~- Presi- 
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‘dent of said Corporation; that he executed the fore- 
going statement on its behalf; that he executed said 
statement by authority of the Board of Directors of 
said corporation and that the seal of said corpora- 
tion was thereunto affixed by like authority. 

alii bee aniseed ontisih. te , Notary Public. 


ata cian cialis : 
COME BE contiditn mnmoenenth » 88: 

stihl ctaicthnimla Riana Naseem Rieti , being duly 
sworn, deposes and says that he is an officer, to wit 
SOP sis initeateemiter ih Cateeaaiiriaminntit madi atime 
the finanee company which executed the foregoing 
statement, and that said statement is in all respects 
true. 


scale ict ea ilialiac allele aides , Notary Public. 
(Appropriate changes to be made for finance 
eompanies which are not corporations. ) 

5. Any registered finance company may file with the 
eoult a notice in writing of its withdrawal of its sworn 
statement above mentioned, and serve upon the Manufac- 
turer a copy of said notice, certified by the Clerk of the 
Court, and ninety days after such service, or at such later 
date as may be stated in the notice, the finance company 
shall cease to be a registered finance company and the 
Manufacturer shall notify its dealers that such finance eom- 
pany has ceased to be a registered finance company. 

The Manufacturer shall notify each finance company, 
Which makes written specific or continuing request there- 
for, by registered mail of every additional rule which is 
incorporated in the sworn statement as provided in sub- 
division (11) of clause (B) of sub-paragraph (j) of this 
paragraph 6. The notice shall set forth the provisions of 
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the rule and the date, not less than thirty days after the 
date of mailing the notice, upon which the rule shall go 
into effect. Any registered finance company so notified 
may before that date file with the court notice in writing 
setting forth that it withdraws its sworn statement be- 
eause it does not intend to be bound by said rule, and serve 
upon the Manufacturer a copy of said notice certified by 
the Clerk of the Court, and thereupon the finance company 
at once and without lapse of any time shall cease to be a 
registered finance company and the Manufacturer shall no- 
tify its dealers that said finance company has ceased to be 
a registered finance company. 

7. The Petitioner, the Manufacturer, or any registered 
finance company shall be entitled to make application to 
the court for an order herein finding and adjudging that 
a registered finance company has failed to comply with its 
sworn statement, and jurisdiction of this cause is reserved 
for the entry of orders upon such applications as the facts 
and justice may require (after such notice and hearing as 
the court may direct) suspending or revoking the registra- 
tion of any registered company or dismissing the applica- 
tion. If the order shall provide that such finance company 
shall cease to be a registered finance company indefinitely, 
the finance company may, not less than six months there- 
after, apply to the court for an order reinstating it as a 
registered finance company, and jurisdiction of this eause 
is reserved to grant or deny such application, or grant it 
upon such terms and conditions, if any, as the court may 
determine for the purpose of assuring further compliance 
with such finance company’s sworn statement. Upon the 
entry of an order finding that a finance company has failed 
to comply with its sworn statement, as aforesaid, if the 
Manufacturer shall have made the application for such an 
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order, or upon service upon the Manufacturer of a copy 
of said order certified by the Clerk of the Court if another 
party shall have made such application, the Manufacturer 
shall notify its dealers of the entry and the terms of such 
order and shall treat said company as a company that is 
not a registered finance company or as the order of the 
court may require. 

8. Withdrawal of its sworn statement by a registered 
finance company and any order suspending or revoking 
the registration of any registered company or <lismissing 
the application shall be applicable to all finance companies 
embraced by the sworn statement under clause (D) 
thereof. 

9. Service of all papers hereinbefore required to be 
made upon the manufacturer shall be made personally 
upon an officer of the Manufacturer, or by registered mail 
to the Manufacturer, at its principal office now located in 
Dearborn, Michigan. 

10. Service of all papers upon a finance company pur- 
suant to this decree shall be made personally or by regis- 
tered mail addressed to it at its principal office as shown in 
its statement. 

(k) The Manufacturer shall not recommend, endorse, 
or advertise the Respondent Finance Company or any 
other finance company or companies to any dealer or to the 
public; provided, however, that nothing in this decree con- 
tained shall prevent the Manufacturer in good faith: 

(1) From adopting from time to time a plan or 
plans of financing retail sales of new automobiles 
made by the Manufacturer or from time to time 
withdrawing or modifying the same; 

(2) From recommending to its dealers the use of 
such plans; 


(3) From advertising to the public and recom- 
mending the use of such plans. 
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1. The Manufacturer shall notify each finanee company, 
which makes written specific or continuing request there- 
for by registered mail, of every plan and modification 
thereof that the Manufacturer-shalt adopt. The notice 
shall set forth the provisions of the plan or modification 
and the date, not less than thirty days after the date of 
mailing the notice, upon which the plan or modification 
shall go into effect. | 

2. Nothing in this decree shall prevent the Manufac- 
turer from obtaining such assurances as it may desire 
from one or more finance companies before or after adop- 
tion of any plan or modification that it or they will make 
such plan or modification available for at least a specified 
period of time; provided, however, that the Manufacturer 
may not give such finance company or finance companies, 
as consideration for such assurances, any consideration 
prohibited by this decree. 

3. The adoption or modification of any plan under this 
sub-paragraph (/) shall not preclude any aggrieved 
finance company or any other aggrieved person who con- 
siders that such plan or modification constitutes an unrea- 
sonable restraint of trade or commerce in automobiles 
under the Sherman Anti-trust Law from applying to this 
court to vacate such plan, and the court reserves jurisdic- 
tion to make an order upon such application approving 
or vacating such plan, upon the execution of proper bond 
against damages for an order of vacation subsequently 
reversed or vacated. 

(1) The Manufacturer shall not use-any information 
obtained from any dealer, his agents, representatives, 
servants, and employees, either directly by examination or 
inspection of his books or records, or through financial, 
operating or other statements or reports or otherwise, nor 
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shall it require disclosure of any such information, for the 
purpose of influencing such dealer to patronize Respond- 
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ent Finance Company or any other finance company or 
group of finance companies. Nothing herein contained 
shall apply to the disclosure or use of any information at 
the dealer’s written request or for the purpose of assisting 
the dealer, at his specific written request, to obtain whole- 
sale or retail financing or special facilities or services from 
Respondent Finance Company or any other finance com- 
pany designated by the dealer in such written request. 

7. The Respondent Finance Company: 

(a) Shall not represent in any manner to any dealer 
that the Manufacturer requires him to patronize Respond- 
ent Finance Company, or that his failure to do so will 
result in the cancellation or termination by the Manufac- 
turer of his contract, franchise or agreement, or in the loss 
of any advantage, service or facility furnished by the 
Manufacturer, or that Respondent Finance Company can 
obtain from the Manufacturer any facility, service or 
privilege which is not available to any other finance com- 
pany, except (if Respondent Finance Company is a regis- 
tered finance company) such services, facilities or privi- 
leges as result from the registration of a registered finance 
company, under paragraph 6 of this decree; 

(b) Until further order of this court pursuant to para- 
graph 8 hereof, shall pay to every dealer who ceases to do 
business with it the amount of all reserves standing to the 
eredit of such dealer, less any off-setting indebtedness of 


such dealer, such payment to be made not later than thirty — 


(30) days after liquidation of all of the retail paper 
acquired from such dealer, and shall comply with any pro- 
visions relating thereto contained in any further decree 
entered pursuant to pararaph 8 of this decree; 
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(c) Shall not enter into any contract, agreement or 
understanding with any dealer, in connection with whole- 
sale financing for which a separate charge is not made, 
which requires the dealer to’ deal with Respondent Fi- 
nance Company in respect of retail financing of automo- 
biles not finaneed at wholesale by Respondent Finance 
Company ; 

(d) Shall not, except upon written request of the dealer 
or prospective dealer, arrange or agree with the Manu- 
facturer that an agent of the Manufacturer and an agent 
of Respondent Finance Company shall together be present 
with any dealer or prospective dealer for the purpose of 
influencing the dealer or prospective dealer to patronize 
Respondent Finance Company; provided, however, that it 
shall not be a violation of this decree for Respondent 
Finance Company by joint conference with a dealer or 
prospective dealer ‘and a representative of the Manufac- 
turer to agree to furnish to such dealer or prospective 
dealer, because of his financial situation or requirements, 
special facilities or services (such term not including only 
the financing of the shipment or delivery of automobiles to 
such dealer or prospective dealer and/or only the purchase 
or acquisition of retail time sales paper from him in the 
regular course of business) and in part consideration of 
such special facilities or services to arrange for the dealer 
or prospective dealer to do business with Respondent 
Finance Company on an exclusive basis for such reason- 
able period of time as may be agreed between them. 

8. In the event that a final decree not subject to further. 
review is entered by a court of competent jurisdiction in 
any proceeding hereafter instituted by the United States 
against General Motors Corporation and General Motors 
Acceptance Corporation, granting relief to the Government 








682 AUTO FINANCING LEGISLATION 


against said corporations upon allegations substantially 
identical with the allegations in Paragraph 18 of See- 
tion III of the petition herein, then and in that event 
the court shall have jurisdiction to enter its supplemental 
decree herein granting such relief, if any, against the Re- 
spondent Finance Company, or any of them, with respect 
to the allegations of said paragraph of the petition, as 
justice may then require. Such proceeding shall be upon 
application of the United States and upon proper notice 
and opportunity for hearing to the respondents and the 
presentation of evidence (including evidence with respeet 
to the other acts and practices of the Respondent Finance 
Company and the Manufacturer alleged in the petition 
and evidence of the acts and practices of other finance com- 
panies and the volume of business done by them) relevant 
in determining the legality under the Sherman Anti-trust 
Law of the acts and practices of the Respondent Finance 
Company alleged in Paragraph 18 of Section III of the 
petition and established before the court, considered in 
combination with any other acts and practices of the Re- 
spondent Finance Company and the Manufacturer alleged 
in the petition and established before the court, and rele- 
vant in determining what further decree, if any, is neces- 
sary in addition to this decree in order to require Respond- 
ent Finance Company thereafter to conduct its business 
in accordance with the Sherman Anti-trust Law in respect 
of the acts and practices alleged in said paragraph, reserv- 
ing to each of the Respondent Finance Company the right 
to present all defenses in law or fact as to any of the mat- 
ters tendered by the Government in such proceeding which 
would be open if this decree had not been entered, pro- 
vided, however, that such supplemental decree shall be sub- 
ject to review as fully as though entered as the final decree 
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jn an original non-jury action and shall be vacated upon 
motion of any party if not so reviewable. 

9, The respondents shall not in combination or con- 
spiracy do any act which this decree forbids or omit any 
act which this decree requires. 

10. Upon complaint by the petitioner that any respond- 
ent has failed to comply with the provisions of the fore- 
going sub-paragraphs (e), (f), (4), and (1) of paragraph 
6, or of sub-paragraph (d) of paragraph 7 of this decree, 
and the defense of such respondent that the act or acts 
complained of were not done for the forbidden purpose or 
purposes, the burden shall be upon such respondent to 
prove that the act complained of was done for a purpose 
not forbidden. 

11. The Manufacturer shall mail a copy hereof to its 
dealers, regional and district managers and field repre- 
sentatives in the contanental United States and Respondent 
Finance Company shall mail a copy hereof to its zone, 
yegional, and branch managers in the continental United 
States; and said Manufacturer and Respondent Finance 
Company respectively shall within thirty (30) days after 
the entry of this decree file with this court an affidavit or 
affidavits showing the manner in which they severally shall 
have complied with this provision hereof. 

12. The Respondent Finance Company shall not pay to 
any automobile manufacturing company and the Manu- 
facturer shall not obtain from any finance company any 
money or other thing of value as a bonus or commission 
on account of retail time sales paper- acquired by the 
finance company from dealers of the Manufacturer. The 
Manufacturer shall not make any loan to or purchase the 
securities of Respondent Finance Company or any other 
finance company, and if it shall pay any money to Re- 
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spondent Finance Company or any other finance company 
with the purpose or effect of inducing or enabling such 
finance company to offer to the dealers of the Manufac- 
turer a lower finance charge than it would offer in the 
absence of such payment, it shall offer in writing to make, 
and if such offer is accepted it shall make, payment upon 
substantially similar bases, terms and conditions to every 
other finance company offering such lower finance charge; 
provided, however, that nothing in this paragraph eon- 
tained shall be construed to prohibit the Manufacturer 
from acquiring notes, bonds, commercial paper, or other 
evidence of indebtedness of Respondent Finance Company 
or any other finance company in the open market. 

It is an express condition of this decree that notwith- 
standing the provisions of the preceding paragraph of this 
paragraph 12 and of any other provisions of this decree, 
if an effective final order or decree not subject to further 
review shal] not have been entered on or before January 1, 
1941, requiring General Motors Corporation permanently 
to divest itself of all ownership and control of General 
Motors Acceptance Corporation and of all interest therein, 
then and in that event, nothing in this decree shall pre- 
clude the Manufacturer from acquiring and retaining 
ownership of and/or control over or interest in any finance 
company, or from dealing with such finance company and 
with the dealers in the manner provided in this decree 
or in any order of modification or suspension thereof en- 
tered pursuant to paragraph 12a. The court, upon appli- 
cation of the respondents or any of them, will enter an 


order or decree to that effect at the foot of this decree, and 


the right of any respondent herein to make the appliea- 
tion and to obtain such order or deeree is expressly con- 
eeded and granted. 





AUTO FINANCING LEGISLATION 685 


ipany 12a. It is a further express condition of this decree that: 
Such (1) If the proceeding now pending in this court 
ufae- against General Motors Corporation instituted by 


n the the filing of an indictment by the Grand Jury on 
May 27, 1938, No. 1039, or any further proceeding 














pe initiated by reindictment of General Motors Cor- 
poration for the same alleged acts, is finally termi- 
sie nated in any manner or with any result except by 
Aree; a judgment of conviction against General Motors 
eon- Corporation and General Motors Acceptance Cor- 
‘turer poration therein, then and in that event, every pro- 
other vision of this decree except those contained in this 
\pany sub-paragraph (1) of this paragraph 12a of this 
decree shall forthwith become inoperative and be 
ee suspended, until such time as restraints and require- 
— ments in terms substantially identical with those 
f this imposed herein shall be imposed upon General 
ecree, Motors Corporation and General Motors Acceptance 
ther Corporation and their subsidiaries either (a) by 
ary 1, consent de¢ree, or (b) by final decree of a court of 
ently competent jurisdiction not subject to further re- 
were view, or (c) by decree of such court which although 
well subject to further review continues effective. The 
court reserves jurisdiction upon application of any 
' od party to enter orders at the foot of this decree in 
ining accordance with the provisions of this paragraph. 
nance (2) A general verdict of guilty returned against 
y and General Motors Corporation in said proceeding, 
lecree followed by the entry of judgment thereon, shall be 
Cen deemed to be a determination of the illegality of 
. any agreement, act or practice of General Motors 
ppli- Corporation which is held by the trial court, in its 
a instructions to the jury, to constitute a proper basis 
,and | for the return of a general verdict of guilty. A 
dlica- special verdict of guilty returned against General 
con- Motors Corporation in said proceeding, followed by 


the entry of judgment thereon, shall be deemed to 
| constitute a determination of the illegality of any 
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agreement, act or practice of General Motors Cor. 
poration which is the subject of such special verdict 
of guilty. A plea of guilty or nolo contendere by 
General Motors Corporation, followed by the entry | 
of judgment of conviction thereon, shall be deemed 
to be a determination of the illegality of any agree. 
ment, act or practice which is the subject matter of 
such plea. The determination, in the manner pro- 
vided in this clause, of the illegality of any agree. 
ment, act or practice of General Motors Corpora. 
tion shall (for the purposes of clause (3) of this 
paragraph) be considered as the equivalent of a 
decree restraining the performance by General 
Motors Corporation of such agreement, act or prac- 
tice unless or until such judgment is reversed, or 
unless such determination is based, in whole or in 
part, (a) upon the ownership by General Motors 
Corporation of General Motors Acceptance Cor- 
poration, or (b) upon the performance by General 
Motors Corporation of such agreement, act or prac- 
tice in combination with some other agreement, act 
or practice with which the respondents are not 
charged in the indictment heretofore filed against 
them by the Grand Jury on May 27, 1938, No. 1041; 

(3) After the entry of a consent decree against 
General Motors Corporation, or after the entry of 
a litigated decree, not subject to further review, 
against General Motors Corporation by a court of 
the United States of competent jurisdiction, or 
after the entry of a judgment of conviction against 
General Motors Corporation in the proceeding here- 
inbefore referred to, or after January 1, 1940 
(whichever date is earliest), the court upon appli- 
cation of any respondent from time to time will 
enter orders: 

(i) suspending each of the restraints and require- 
ments contained in sub-paragraphs (d) to (f) and 
(h) to (1), inelusive, of paragraph 6 of this decree 
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to the extent that it is not then imposed, and until 
it shall be imposed, in substantially identical terms, 
upon General Motors Corporation and its subsidiar- 
ies, and suspending each of. the restraints and 
requirements contained in sub-paragraphs (a), (c) 
and (d) of paragraph 7 of this decree to the extent 
that it is not imposed and until it shall be imposed 
in substantially identical terms, upon General 
Motors Acceptance Corporation and its subsidi- 
aries, either (w) by consent decree, or (x) by final 
decree of a court of competent jurisdiction not sub- 
ject to further review, or (y) by decree of such 
court which, although subject to further review, 
continues effective, or (z) by the equivalent of such 
a decree as defined in clause (2) of this paragraph; 
provided, however, that if the provisions of a con- 
sent or litigated decree against General Motors Cor- 
poration and its subsidiaries corresponding to sub- 
paragraphs (j) and (k) of paragraph 6 of this 
decree are different from said sub-paragraphs of 
this decree, then upon application of the respond- 
ents any provision or provisions of said sub-para- 
graphs will be modified so as to conform to the corre- 
sponding provisions of such General Motors Cor- 
poration decree ; 

(ii) suspending each of the restraints and 
requirements contained in the remaining sub-para- 
graphs (a), (b), (ec) and (g) of paragraph 6 to the 
extent that it is not then imposed, and until it shall 
be imposed, upon General Motors Corporation and 
its subsidiaries in any manner specified in the fore- 
going sub-clause (i) of clause (3), if any respond- 
ent shall show to the satisfaction ‘of the court that 
General Motors Corporation or its subsidiaries is 
performing any agreement, act or practice prohib- 
ited to the Manufacturer by said remaining sub- 
paragraphs, and suspending each of the restraints 
and requirements contained in sub-paragraph (6) 
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not imposed, and until it shall be imposed, upon 
‘General Motors Acceptance Corporation and its 
subsidiaries in any said manner, if any respondent 


shall show to the satisfaction of the court that Gen- | 
eral Motors Acceptance Corporation is performing 


any agreement, act or practice prohibited to Re- 


spondent Finance Company by said sub-paragraph | 


(6) of paragraph 7; 

(iii) suspending the restraints of sub-paragraph 
(d) of paragraph 7 of this decree as to Respondent 
Finance Company, in the event that the restraints 
of sub-paragraph (1) of paragraph 6 of this decree 
are suspended as to the Manufacturer. 

(4) The right of the respondents or any of them 
to make any application for suspension of any pro- 
vision of this decree in accordance with the 
provisions of this paragraph and to obtain such 
relief is hereby expressly granted. 

In the event that at any time prior to the date when 
General Motors Corporation has permanently divested 
itself of all ownership and control of and interest in Gen- 
e1al Motors Acceptance Corporation, General Motors Ac- 
ceptance Corporation shall make available to dealers of 
General Motors Corporation in any area a finance charge, 
on all or any class of automobiles sold by dealers of Gen- 
eral Motors Corporation, less than the finance charge then 
generally available to dealers of the Manufacturer within 
such area, nothing in this decree shall prevent the Manu- 
facturer from making, and the Manufacturer may make, 
adjustments, allowances, or payments to or with all of its 
dealers in such area who agree to reduce to an amount 
approved by the Manufacturer (but not less than that then 
made available by General Motors Acceptance Corpora- 
tion) the finance charges which such dealers of the Manu- 


-of paragraph 7 of this decree to the extent that it ig 
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facturer in such area receive from any class of retail 
purchasers of automobiles, provided that such adjustments, 
allowances or payments shall not discriminate among such 
dealers in such area. 

13. This decree shall not be pleaded in bar by the respond- 
ents in any action under the Anti-Trust laws instituted by 
the petitioner against them or any of them in this court or 
in a court in any other judicial district as to matters 
arising after the entry of this decree; provided, however, 
that this paragraph shall not apply to matters which are 
covered by this decree or which form a part of the cause of 
action herein or which are a continuance or repetition of 
acts or practices in which the respondents now engage 
which form a part of the cause of action herein. 

14. Jurisdiction of this cause is retained for the purpose 
of enabling any of the parties to this decree to make ap- 
plication to the court at any time for such further orders 
and directions as may be necessary or appropriate in rela- 
tion to the construction of or carrying out of this decree, 
for the modification thereof (including, without limitation, 
any modification upon application of the respondents or 
any of them required in order to conform this decree to 
any Act of Congress enacted after the date of entry of this 
decree), for the enforcement of compliance therewith, the 
punishment of violations thereof, and the carrying out of 
the provisions of sub-paragraphs (j) and (k) of para- 
graph 6 hereof, and the October 1938 Term of this court 
is hereby extended indefinitely for such purposes. 

15. It is hereby further provided that if it shall appear .- 
to the court upon application of any respondent that, (A) 
in any twelve (12) months’ period after the date of entry 
of this decree, any present or future competitor of the 
Manufacturer other than General Motors Corporation or 
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Chrysler Corporation shall have sold in the United States, 


or any State thereof, a quantity of automobiles that shall | 


equal or exceed 25% of the automobiles sold by the Manu. 


facturer in the United States or said State in said period, | 


and (B) that such competitor is doing or engaging in any 
of the acts, practices, procedures or things then prohibited 
hereunder or is failing to do or engage in any act, practice, 
procedure or thing required hereunder, and (C) that the 
doing or engaging in of said acts, practices, procedures or 
things, or the omission of them, as the case may be, by such 
competitor has resulted or threatens to result in placing 
the Manufacturer at a competitive disadvantage in the sale 
of automobiles as against such competitor, and (D) that 
the petitioner herein has not obtained or is not proceeding 
with due diligence by civil or criminal proceedings to obtain 
an adjudication of the illegality of such acts, practices, 
procedures or things so performed or engaged in, or 


omitted to be performed or engaged in, as the case may be, | 


under the Anti-Trust Laws, the court upon application of 
the respondents or any of them will enter its further order 


and decree providing that the provisions of this decree | 
not so imposed upon or sought to be adjudicated against | 
such competitor shall be inoperative and that they shall 


have no future force or effect in the United States or said 
State, as the case may be, and the right of the respondents 
to make such applications and to obtain such relief is 
hereby expressly granted. 

It is hereby further provided that if it shall appear to 
the court upon application of any respondent that (A) in 
any twelve (12) months’ period after the date of entry of 
this decree any present or future competitor of Respond- 
ent Finance Company other than General Motors Accep- 
tance Corporation or Commercial Credit Company shall 
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have financed the retail sale of a quantity of automobiles 
in the United States or any State thereof that shall equal 
or exceed 25% of the automobiles the sale of which was 
financed by Respondent Finance Company in the United 
States or said State in said period, and (B) that such com- 
petitor is doing or engaging in any of the acts, practices, 
procedures or things then prohibited hereunder or is fail- 
ing to do or engage in any act, practice, procedure. or thing 
required hereunder, and (C) that the doing or engaging 
in of said acts, practices, procedures or things, or the 
omission of them, as the case may be, by such competitor 
has resulted or threatens to result in placing the Respond- 
ent Finance Company at a competitive disadvantage in 
financing the sale of automobiles as against such competi- 
tor, and (D) that the petitioner herein has not obtained 
or is not proceeding with due diligence by civil or criminal 
proceedings to obtain an adjudication of the illegality of 
such acts, practices, procedures or things so performed or 
engaged in, or omitted to be performed or engaged in, 
as the case may be, under the Anti-Trust Laws, the court 
upon application of the responderts or any of them will 
enter its further order and decree providing that the pro- 
visions of this decree not so imposed upon or sought to be 
adjudicated against such competitor shall be inoperative 
and that they shall have no future force or effect in the 
United States or said State, as the case may be, and the 
right of the respondents to make such applications and 
to obtain such relief is hereby expressly granted. 

16. Nothing in this decree shall limit the control by the 
Manufacturer of a subsidiary or limit the control by Re- 
spondent Finance Company of any subsidiary or affiliated 
company. 
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17. Whenever obligations are imposed upon the re. 
spondents by the laws or regulations of any state with 
which the respondents by law must comply in order to do 
business in such state, the court upon application of the 
respondents or any of them will from time to time enter 
orders relieving the respondents from compliance with any 
requirements of this decree in conflict with such laws or 
regulations, and the right of the respondents to make such 
applications and to obtain such relief is expressly granted. 

18. After four years after the date of the entry of this 
deeree any respondent may apply to the court to vacate this 
decree or any supplemental decree entered pursuant to 
paragraph 8 hereof or to vacate or modify any provision 
thereof on the ground that the commission or omission of 
any of the agreements, acts or practices herein prohibited 
or required, under the economic or competitive conditions 
existing at the time of such application, does not consti- 
tute an unreasonable restraint of trade or commerce among 
the states in automobiles within the meaning of the Sher- 
man Anti-trust Law as amended to the date of such appli- 
cation, regardless of whether or not such economic or com- 
petitive conditions are new or unforeseen. Jurisdiction of 
this cause is retained for the purpose of granting or deny- 
ing such applications as justice may require and the Oc- 
tober 1938 Term of this court is hereby extended indefi- 
nitely for such purpose and the right of the respondents 
to make such applications and to obtain such relief is ex- 
pressly granted. The provisions of this paragraph are 
in addition to, and not in limitation of, the provisions of 
any other paragraph of this decree. 

19. This decree shall have no effect with respect to re- 
spondents’ acts and operations without the continental 
United States or to their acts and operations within the 
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continental United States relating, exclusively, to acts and 
operations without the continental United States. 

20. This decree shall go into effect one hundred and 
twenty days after the date of entry hereof, except as to the 
provisions of paragraphs 8, 11, and 12 hereof, which said 
paragraphs shall take effect as therein provided. 

THos. W. Siick, District Judge. 

Datep: NoveMBER 15, 1938. 
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FOREWORD 


These briefs were prepared by Russell Hardy, 
an attorney for the American Finance Confer- 
ence and presented to the Anti-Trust Division 
of the Department of Justice in an attempt to 
get the Department of Justice to re-open the 
Consent Decree of July 28, 1952, whereby 
General Motors and General Motors Acceptance 
Corp., were allowed to retain their parent- 
subsidiary relationship. They are distributed 
to the members of the American Finance 
Conference for their information. 


Reprinted 
Chicago, Illinois 
January 23, 1959. 
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PART I 
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‘¢T think it is terrible when a great retail industry 
has to come to Congress ... to ask for laws to be 
passed with regard to its relations with its manu- 


facturer.’’ Statement of Frederick J. Bell, National 
Automobile Dealers Assn., for 13,000 General Motors 
Dealers. 1955 
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MONOPOLIZATION OF AUTOMOBILE FINANCING 


SOURCES. 


This statement is based on information from the follow- 
ing sources. 


1. Hearings before the subcommittee on Antitrust 
and Monopoly of the Committee on the Judiciary, 
United States Senate; Eighty-fourth Congress, First 
session, Parts 6, 7 and 8. 


2. Staff Report of the Subcommittee on Antitrust 
° and Monopoly of the Committee on the Judiciary, 
. United States Senate, Eighty-fourth Congress, first 
session; April 23, 1956. 


3. Testimony of the following witnesses before the 
| Subcommittee on Antitrust and Monopoly of the Com- 

mittee on the Judiciary, United States Senate, Eighty- 
fourth Congress, First Session: 


1. Holmes Baldridge, former Assistant Attorney 
General. 


2. Frederick J. Bell, National Automobile Dealers 
Association. 


3. David B. Cassat, Interstate Finance Corpora- 
tion. 


4. Charles T. Crossfield, Commercial Credit Com- 
pany. 


5. Albert Bradley, General Motors Corporation. 


6. Harlow H. Curtice, General Motors Corpora- 
tion. 


7. Frederick G. Donner, General Motors Corpora- 
tion. 


8. J. B. Silaz, former General Motors Dealer. 


9. Charles M. Hewitt, Jr., School of Business, In- 
diana University. 


10. L. Walter Lundell, CIT Financial Corporation. 


11. R. Earl O’Keefe, Southwestern Investment 
Company. 


41063 O—59—-45 











AUTO FINANCING LEGISLATION 


12. Thomas W. Rogers, American Finance Con- 
ference. 


13. Charles G. Stradella, General Motors Accept- 
ance Corporation. 


4. Federal Reserve Board statistics on Consumer 
Credit (Passenger Cars) and Business Credit (Com- 
mercial Vehicles) extended by U. S. finance companies. 


do. Annual Reports of GMAC to stockholders. 


6. Annual Reports of Commercial Investment Trust, 
Inc., to depositaries. 


7. Annual Reports of Commercial Credit Company 
to stockholders. 


8. Annual Reports of Associates Investment Com- 
pany to stockholders. 


9. Annual Reports of Pacific Finance Corporation 
to stockholders. 


10. Annual Reports of General Finance Corporation 
to stockholders. 1955 Automotive News Almanac, R. 
L. Polk & Co. 


11. Report on Motor Vehicle Industry. House Doc. 
468, 76th Cong. 1st sess. 


12. General Motors Corporation, 34 FTC 59, 1942. 


13. Pleadings, Judgment and Proceedings in United 
States v. General Motors Corporation, et al., Civil 
Action No. 2177, District Court of the United States, 
Northern District of Illinois, Eastern Division. 


14. Opinion of the Court of Appeals in United States 
v. General Motors, 121 F. 2d 376, CA 7, 1941. 


15. Transcript of Record in the Circuit Court of 
Appeals, Seventh Circuit, in United States v. General 
Motors Corporation, et al.; docket No. 7146. 


16. Automobile Franchise Agreements, by Charles 
Mason Hewitt, Jr.; Indiana University School of Busi- 
ness Study No. 39, Copyright 1956. 


17. Moody’s Manual of Industrials. 
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LEGEND. 
Citations like SM 3111 refer to the pages of the printed 
hearings described in item 1 on page 1. 
Citations like US v. GM 1234 refer to pages of the 
transcript of record described in item 15 on page 2. 


GENERAL MOTORS ACCEPTANCE CORPORATION. 


General Motors Acceptance Corporation was incorpo- 
rated in New York on January 24, 1919. All of its stock 
has always been owned and held by General Motors Cor- 
poration. (US v. GM 2636, 3072) The original capital stock 
of GMAC was $3,200,000. Since 1919 the stock has been 
increased nine times, and now amounts to $50,000,000. Each 
issue was acquired in toto from GMAC by General Motors. 
The several issues and acquisitions of stock have been as 
follows: 


WROD go chi oe 
REE 800,000 
SN nee ee 2,000,000 
rT a aes 
OE. | csc MlcciBia Wenisdte een 4,500,000 
BIN cceckcet cea ia osha ge cee 
SE 2 ital sateen 10,000,000 
WOO occ rag knee 
ON eaten adie 


(Moody’s Manual of Industrials) 


Section 7 of the Clayton Act prohibits the aequisition by 
one corporation of the stock of another, where the effeet 
may be to substantially lessen competition, restrain trade or 
tend to create a monopoly. Exceptions are made (1) where 
the acquisition is made solely for investment; (2) or where 
the stock is not used to substantially lessen competition; 
or (3) where the acquiring corporation has formed the other 
as a subsidiary. The exceptions do not apply, however, if 
lessening of competition, or restraint of trade, or monopoly 
results. 
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The effect of the formation of GMAC and the acquisitions 
of its stock by General Motors has been to substantially 
lessen competition; and General Motors has used the 
stock by voting and otherwsie to bring about a substantia] 
lessening of competition. It follows that each of the stock 
acquisitions was made in violation of section 7. 


GMAC was organized for the purpose of financing the 
purchase and sale, at wholesale and retail, of automobiles 
and other things manufactured by General Motors Corpo- 
ration, and since 1919 it has been engaged in that business, 

General Motors, as the sole stockholder of G@MAC, has 
always elected the board of directors of GMAC. The per. 
sons to be elected are determined and selected by the 
financial policy committee of General Motors. In 1955 
the members of the financial policy committee were 


Frederick G. Donner 


Harlow H. Curtice president GM 

Alfred P. Sloan, Jr. chairman of the board GM 
Donaldson Brown 

Henry Alexander J.P. Morgan & Co. 
George Whitney J. P. Morgan & Co. 
Walter S. Carpenter du Pont 

Lammot du P. Copeland cu Pont 

Lucius Clay Continental Can Co. 


All of the members of the financial policy committee are 
also members of the General Motors board of directors. 


The directorates of the two corporations are also partly 
interlocking. Charles G. Stradella, president of GMAC, 
Frederick G. Donner and Albert Bradley, are members 
of both boards. (SM 3612, 3613, 3564, 3565, 3998) 


The function which GMAC was designed to perform is 
to further the sale of the General Motors products. The 
financial committee of General Motors has jurisdiction of 
GM.AC and reviews its action and progress in serving this 
function. GMAC reeeives advice from its three board mem- 
bers who are also exeeutives of General Motors. (SM 3613, 
3614, 4022 
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Lions The foregoing statements relative to the directors of 
ially GMAC, the financial policy committee, and the function of 
the GMAC are based on the testimony before the subcommittee 
ntial of Charles G. Stradella and Albert Bradley, respectively 
tock president of GMAC and chairman of the General Motors 
financial policy committee. (SM 3563, 3998) In 1956 Al- 
the pert Bradley became also chairman of the General Motors 
biles board. 
r'po- The same function which the chairman of the General 
a Motors financial policy committee testified in 1955 GMAC 
las 


was designed to perform and was performing, the court of 
appeals in United States v. General Motors Corporation, 
the 121 F. 2d 376, 392, said was begun by GMAC in 1925 and 
L955 GMAC was performing at the time of that case. 


per- 


Hence it happened that in 1925 GMC, GMAC and 
the various selling organizations came to an under- 
standing and agreed among themselves to promote 

GM GMAC in every way. And since that year 1925, to use 
the words of defense counsel in his opening statement, 
the corporate defendants (or their predecessors) have 
adhered firmly to the fundamental policy to make 
‘‘every possible effort ... to persuade the dealer to 
use GMAC, because it is better.’’ (392) 


Officials of the corporations so testified at the trial of 


a United States v. General Motors, et al., 121 F. 2d 376, 1941. 
. | (Transcript of Record, pp. 901, 931, 1874, 1882.) 
‘tly What procedures and practices are to be followed to 
\C, effectuate the function of GMAC to promote the sale of 
ers General Motors cars, are jointly determined by the two 
corporations, including the joint determination of the 
ie terms and conditions of financing to be used hy GMAC for 
‘he wholesale and retail purchases of General Motors automo- 
of biles. 
his General Motors and General Motors Acceptance Cor- 
m- poration have jointly formulated and practiced a plan for 
y the sale and financing of General Motors cars, the principal 


features of which are (1) that the policies and practices 
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of GMAC in financing the purchase and sale of General 
Motors cars at wholesale by dealers, and at retail by ens- 
tomers of dealers, shall be jointly determined by General 
Motors and GMAC, for the purpose of promoting the gale 
of General Motors cars; (2) that General Motors will as- 
sist GMAC in acquiring the business of financing the whole- 
sale and retail automobile sales of General Motors dealers; 
and (3) that GMAC will confine its business to finaneing 
such transactions for General Motors dealers, 7.e., that it 
will not finanee sales of any other cars for any other 
dealers. 


An intimate and continuous association exists among 
the people of both corporations. The office headquarters 
of the managing corps of both have been located in the 
same buildings in New York City and Detroit from the 
beginning. The association prior to 1941 was described by 
the court of appeals in United States v. General Motors 
Corp., 121 F. 2d 376, 389, as follows: 


One of the vice presidents of GMAC is also sta- 
tioned at the General Motors building in Detroit where 
he associates with GMSC officials and watches day by 
day trends in the distribution and merchandising of 
ears. The other vice president of GMAC also mixes 
with GMSC officials and discusses with them the pro- 
priety of any proposed changes in GMAC financing 
plans. These functions enable GMAC to adjust itself 
to new financing requirements, permit a close ¢co- 
operation between GMAC and GMSGC, and secure for 
GMAC as much business as possible. 


Both corporations also have comprehensive, parallel 
and nation-wide networks of regional, zone and local offices 
for serving the financing function of GMAC and for super- 
vision and surveillance of the General Motors dealers. 
Both organizations are today substantially as they were 
described by the court of appeals in 1941: 


This field organization may be illustrated by the 
Chevrolet organization which is typical. The general 


6 
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1eral sales manager is at the head of the Chevrolet Division 
cus. of GMSC and under him are two assistant general 

sales managers. Under these two are nine regional 
teral managers, each of whom is in charge of a region com- 
sale prising three or more states. Under each regional 
l as. manager are approximately 45 zone managers, each. 
hole- in charge of a zone comprising a part of one or more 
lers; | states. Under each zone manager are field repre- 
cing sentatives or district managers, each of whom is as- 
at it signed to a specific territory, usually a county or other 


small subdivision. These field representatives make 
ther frequent calls on dealers, to inquire as to business and 
economic conditions, offer advice and suggestions, 
make periodical audits and collect data as required by 


“one the written franchise agreements, and in general ob- 
‘ters tain detail information concerning dealers’ business 
the operations. (United States v. General Motors Corp., 
the 121 F. 2d 387) 
d by GMAC maintains an organization which closely re- 
tors | sembles the organizational structure employed by the 
| sales units of GMSC. Two vice presidents are in 
charge of branch operations at the central office in New 
Sta- York, and under these two there are ten regional man- 
here agers who are in charge of an area corresponding to 
y by that of the regional manager of the motorear units of 
z of GMSC. Under each regional manager are ten or 
1xes | twelve branch managers who operate over an area 
pro- corresponding to that of the zone managers of the 
cing motor units of GMSC. And under the branch man- 
‘self agers are the territorial managers, or field represen- 
co- tatives who work in an area corresponding to that of 
for | the field representatives of the motor car units of 
| GMSC. (ibid, p. 889) 
| 
a AUTOMOBILE FINANCING. 
a | In the distribution and financing of sales of General 
ers. | Motors cars, two steps are involved : (1) sales of cars by 
rere | General Motors at wholesale to its dealers; and (2) sales 
| of the cars by the dealers to retail buyers. 
the | In step 1 General Motors sells its cars to dealers for 
oral cash, at the factory before delivery. At or before the time 


~“] 
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any car is moved from the factory for delivery to the pur- 
chasing dealer, it has been paid for in full. This means 
that General Motors has transferred title, ownership and 
possession to new owners, namely, the retail dealers, be- 
fore any subsequent trade in the ears has begun. 


While General Motors so demands and receives eash on 
delivery for its cars, it is necessary usually for the dealers 
to borrow in order to make this cash purchase. Loans to 
dealers for the wholesale purchase of cars are transactions 
in which the dealer’s promissory note for the amount of 
the loan is secured by some form of lien on the ears which 
are purchased with the money, with an arrangement for 
releasing the lien in whole or in part, as the cars are later 
sold by the dealer. These loan transactions are wholly 
between the dealers and the lenders. No endorsement or 
other assurance of payment to the lender is given by Gen- 
eral Motors. 


In step 2 the dealer sells the new car, in which General 
Motors no longer has any ownership, to a retail buyer, 
either for cash or upon an installment plan. In the in- 
stallment transactions the dealer usually receives a nego- 
tiable promissory note signed by the purchaser and pay- 
able to the dealer, in monthly or other periodical install- 
ments. Payment is assured by some form of lien or 
conditional sales provision. The promissory note and the 
contract are, of course, the sole property of the dealer. 
He may, under the law and as a matter of fact (if not sub- 
jected to unlawful interference), hold and collect it him- 
self or sell it to whom he pleases. 


Included in many sales of new cars are the used ears 
of the customers, taken as part of the purchase price. The 
used cars are resold by the dealers for cash or on the same 
installment payment plan stated, in which the dealer ac- 
quires a negotiable promissory note with a lien, ete. The 
notes and liens become the property of the dealer, which 
under the law he also has the right to hold or sell as he 
pleases. 
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Banks, automobile financing companies and other eredit 
agencies, desire and offer to buy the new and used ear 
notes and econtraets from the dealers. Purehares of the 
notes and contracts from the dealers are made on a dis- 
eount basis. Some dealers prefer to retain the notes and 
eontracts until paid. 

There are four hundred or more automobile finaneing 
companies, as distinguished from banks and other eredit 
agencies who finanee automobile transactions. These fi- 
nanee companies and the banks are located in every state 
of the Union, and constitute the prineipal competitors of 
GMAC. 

General Motors Aeceptance Corporation is the largest 
automobile finanee company in the world. For 1954 the 

total amount of financing furnished by it for General Mo- 
| tors products was $6,215,571,000, the greatly preponderat- 
ing part of which was furnished for wholesale purchases 
of ears and for dealers’ retail notes. 

Retail ; +: 


2.476,912,000 
Wholesale 3,7 


738,659,000 

For 1954 58.16 pereent of the retail financing by all sales 
finanee companies was done by GMAC. The GMAC pre- 
ponderanee increased in 1955 to 38.52 pereent, and in 1956 
to 40.29 percent. The remainder was distributed amone 
about 575 other finanee companies. 

After GMAC, the five largest automobile finanee ecom- 
panies in the United States, and the amounts of their re- 
tail financing in 1954, were as follows. The percentages 
below are the proportions of the total of sales finance 


companies. 
| 1—CIT Financial Corporation $ 904,076,000 14.79% 
| 2—Associates Investment Co. 529,473,000 8.66 
3—Commercial Credit Co. 485,038,000 7.94 
| 4—Pacifie Finanee Corp. 165,100,000 2.70 
| dS—General Finance Corp. 100,080,000 1.64 





$2,183,767,000 35.73% 
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All of the approximately 7,375 companies and banks en- 
gaged in automobile financing, are constantly seeking 
financing transactions from all automobile dealers and for 
all purchasers, including General Motors dealers and Gen- 
eral Motors cars. But GMAC has always confined its 
business to General Motors dealers and retail purchases 
from those dealers, and is, therefore, competing against 
other companies and banks only for that business. As the 
General Motors production of automobiles represents about 
fifty percent, the total retail financing of GMAC is derived 
from about half of the market in which all automobile 
financing transactions occur. GMAC, in deliberately limit- 
ing its acquisition efforts to half of the market, and at the 
same time greatly surpassing all of its competitors who 
operate in all parts of the market, in amount of business 
acquired, is a unique economic phenomenon. 


Three principal facts distinguish GMAC from all other 
automobile finance companies: (1) all of its stock has 
always been owned by General Motors, the largest auto- 
mobile company in the world; whereas no other finance 
company has a similar affiliation with an automobile manv- 
facturer; (2) GMAC limits its business to General Motors 
dealers and purchasers of General Motors cars; and (3) 
the amount of business done by GMAC is about one-third 
of all automobile financing done by sales finance com- 
panies, 227 percent more than that of the next largest 
company, and greater than that of the next five largest 
companies combined. 


In 1937, of the General Motors cars financed in sales 
to dealers and in retail sales by dealers, GMAC financed 
approximately 65 and 75 percent respectively. (United 
States v. General Motors, 121 F. 2d 391) 


In 1955 75 to 85 percent of all retail installment financing 
by General Motors dealers, was attributed to GMAC, by 
an official of the American Finance Conference, an asso- 
ciation of 375 automobile finance companies, in his testi- 
mony before the Senate subcommittee. (SM 3148) 


10 
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At the same time the president of GMAC stated that it 
acquired from 40 to 50 percent of the business of the Gen- 
eral Motors dealers. These figures probably greatly dis- 
count the fact, for, although the president of GMAC had 
access to definite information, his testimony is in the form 
of accepting an estimate made by a vice president of CIT 
Financial Corporation. (SM 4019) 


Federal Reserve Board and GMAC statisties for auto- 
mobile financing in 1954, however, indicate that in that 
year GMAC financed about 68 percent in dollars of the 
time sales of General Motors dealers. The total financing 
and the GMAC financing were: 


Total $6,860,000,000 100.00 % 
GMAC $2,333,000,000 34.01 


Normally, the number of cars financed by competent 
finance companies making a reasonable effort to procure 
business, should show a ratio among makes approximating 
the market ratios of the manufacturers. That is, if the 
ratios among manufacturers were General Motors 50 per- 
cent, Ford 25, Chrysler 20, and others 5 percent, the busi- 
ness of the finance companies should be approximately 
50 percent General Motors, ete. In no ease, however, does 
the business of any independent finance company in GM 
ear financing, approximate the normal ratio of 50 percent. 


For CIT Financial Corporation, the first largest com- 
pany next to GMAC, the proportion is ‘‘very, very small’’. 
The Vice President of CIT testified ‘‘the proportion of 
General Motors product financing that we do is very, very 
small, and is not at all significant in our picture.’’ The 
company has a capital of $220 million, and does business 
from 400 branches which parallel those of GMAC through- 
out the country. (SM 3087-3088) 


Commercial Credit Company, the third largest nation- 
wide company, does only ‘‘a relatively small amount of 
General Motors’ products business’’. (SM 3103) 


11 
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Southwestern Investment Company, Amarillo, Texas, 
does 24 percent of General Motors business. The company 
has assets of $65 million, and trades in Texas, Oklahoma, 
New Mexico and Arizona. (SM 3103, 3106) 


Interstate Finance Corporation, Dubuque, Iowa does 
19.76 percent of its financing in General Motors ears. The 
company has assets of $20 million, and finances car pur- 
chases in Iowa, Wisconsin and Illinois. (SM 3068-3071) 


Few, if any, other companies acquire as much as 20 per- 
cent of their business in General Motors cars. There are 
probably four or five companies whose business in General 
Motors ears is between 10 and 20 percent. All the rest are 
below 10 percent. 


GENERAL MOTORS DEALERS. 
Investment. 


A General Motors car dealer must make and maintain a 
large specialized and fixed investment, of inoney, property 
and service. 


The dealer must own or rent business property, consist- 
ing of a large place for showing new cars offered for sale, 
a shop for preparing new cars for exhibition, and for 
maintaining, repairing and servicing cars previously sold; 
and a place or places for storing and showing used cars 
taken in trades on new ears. 


He must purchase from General Motors and constantly 
maintain a large supply of automobiles, the most expensive 
stock in trade of any retail merchant. He must purchase 
and maintain a large stock of automobile accessories and 
parts, for equipping, repairing and servicing cars. He 
must purchase for his shop expensive machinery, tools and 
a variety of equipment for repairs and service. Ile must 
employ, maintain, organize and supervise for the operation 
of the business, a staff of clerical workers, salesmen, 
mechanics, foremen and managers. 


12 
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For the purehase of ears at wholesale from General 
Motors, which General Motors will sell only for eash at 
the factory and before delivery, a dealer must also possess, 
or be able to readily procure on credit, a large amount of 
cash money. For the purchase of accessories and parts; 
for machinery, tools and equipment for his shop; for ecom- 
pensation of ciployees and payment of other expenses ; the 
dealer must also constantly have a large supply of cash 
money or its equivalent in assets which can be used for 
the procurement of money on credit for the same purpose. 


Ilarlow H. Curtice, president of General Motors, in 
testimony before the monopoly subeommittee, said the in- 
vestment of the 17,000 General Motors dealers as of Deeem- 
ber 1955 was two billion, two hundred million dollars, an 

average investment of $130,000 each. (SM 3505) 


Supply of Automobiles—Franchise. 


| The existence of a General Motors dealer’s business de 

| pends on a continued supply of General Motors cars and 

the supply of cars is provided for solely in a so-called 
franchise granted by General Motors to the dealer. The 
franchise, however, neither contains nor is intended to 
contain any statement to the effect that General Motors 
agrees to or will sell or supply automobiles to the dealer. 
Although each dealer’s business has always been wholly 
dependent upon receiving a supply of cars from General 
Motors, the franehise has at all times left General Motors 
free to supply or refuse any automobile needed by a dealer. 
In short, in the franchise a dealer has no contract for a 
supply of ears, and in this regard must rely solely upon the 
unlimited willingness of General Motors. 

A staff report of the subcommittee on antitrust and 
monopoly, dated April 23, 1956, decribes the franchise in 
part as follows: 

It may be defined as an agreement by which the 


manufacturer appoints the dealer to handle his line, 
and the dealer, in return for this privilege, agrees to 
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conduct his business according to the standards and 
desires of the manufacturer. It is the method by which 
the manufacturer assures himself of control over the 
distribution of his product in what amounts to quasi- 
intergration to the retail level of distribution. The 
manufacturer can maintain this control because of his 
superior economic position which he retains by threat 
of franchise termination. 


In various suits in the past, General Motors has 
characterized its dealer franchise as follows: 


1. That it does not constitute a legal contract; 


2. That is lacks mutuality, and represents no 


legally enforceable obligation on the part of 
the seller to sell or on the part of the dealer 
to buy; 


3. That it provides that the dealer shall perform 
to the satisfaction of the seller, and that the 
question of satisfaction is for the seller alone 
to determine; 


4. That no damages are recoverable by the dealer 
since loss of profits was not contemplated by 
the parties; 


d. That it is unenforceable and void because of 
indefiniteness, uncertainty, and lack of consid- 
eration; and 


6. That, if valid, the agreement gives the factory 
the right to terminate at will. 


With few exceptions, the courts have sustained the 
manufacturer’s interpretation of the agreement and 
the courts have held that dealers fail to state a cause 
of action when suit is brought on the agreement alone. 
(pp. 79-80) 


The staff report also states that the principal use made 


of the franchises by General Motors is to control the dealers 
as follows: 


General Motors enters into selling agreements, popu- 
larly known as ‘‘franchises’’, with the dealers handling 
its lines of automobiles, parts, and accessories. These 
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agreements set forth the terms and conditions under 
which sales of automobiles, parts, accessories, and 
supplies are made to the dealers. It is through this 
agreement and the maintenance of a large field organi- 
zation that General Motors exercises supervision over 
its dealers. (p. 99) 


Exclusive Dealing—Cars, Parts, Accessories, Etc. 


Over a period of many years, General Motors has estab- 
lished conditions to be observed by the dealers, for re- 
eeiving from it a supply of automobiles, the purpose of 
which is to cause the dealers to confine their business, 
time and service to the purchase and sale of General Motors 
automobiles; to buy only from General Motors and its 
subsidiaries all parts and accessories of automobiles, and 
all machinery, tools and equipment used for repairs and 
service; and to deal only with General Motors and its sub- 
sidiaries for any service in or incident to the purchase and 
sale of automobiles which General Motors and its subsidi- 
aries can and desire to perform, including the financing of 
the purchase and sale of General Motors automobiles at 
wholesale and retail. 


Originally the exclusive dealing conditions were con- 
tained in the General Motors franchise, but because of 
Congressional and Federal Trade Commission investiga- 
tions, and criticisms by the Department of Justice, the 
written requirement has been omitted from the contract. 
(United States v. General Motors 2545-2560) 


As a practical atter, however, the exclusive representa- 
tion has continued to exist. (SM p. 3226) 


In 1925 General Motors stated that the purpose of the 
requirement was to exclude ‘‘the competing line’’. (Report 
on the Motor Vehicle Industry, p. 256; SM pp. 3205-3208) 

In 1942 the Federal Trade Commission ordered General 
Motors ‘‘to cease and desist from requiring dealers by 
means of intimidation or coercion to purchase or deal in 
accessories or supplies sold and distributed by the respon- 
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dents (General Motors and subsidiaries) or anyone desig- 
nated by them...’’ (General Motors Corporation, 34 FTC 
59; SM 3210) 


In December 1955 an Arkansas General Motors dealer 
testifying before the monopoly subcommittee, revealed a 
typical case. He testified that from 1949 to the date of his 
testimony, he had been compelled to purchase from General 
Motors expensive parts, tools, machinery and other things, 
in substantial and unnecessary amounts, and that General 
Motors objected to the purchase of battery cables which he 
had made from another seller. (SM 3473-3477) 


Over the same period General Motors has exercised a 
continuous, comprehensive and detailed surveillance and 
inquisition of the business of each dealer, from which 
no transaction of the business has been exempt. This has 
been effected principally by requiring regular written re- 
ports to be made by the dealers to General Motors; by 
examinations and inspections by agents of General Motors 
of the records, books, places of business, stocks of cars, 
parts, accessories, ete., of the dealers; and by inquiries of 
employees and others associated with the dealers. 


General Motors has devised a system of such reports 
and a system of accounting which it has required the 
General Motors dealers to use, for the purpose of facilitat- 
ing the disclosure and inspection of the business and 
affairs of the dealers. 


The reports, some of which are required to be made as 
frequently as every ten days, relate to the financial condi- 
tion and transactions of the business, to sales, inventories, 
ete. (SM 3409, 3601) The records examined and inspected 
include accounting records and contain information rela- 
tive to transactions between the dealers and all persons 
with whom they may have any business relations. 


Charles M. Hewitt, Jr., of the school of business of Indi- 
ana University, as a witness before the subcommittee, who 
made a three years special study of the dealers’ franchise, 
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z- summarized the surviellance provision of the franchise as 
C follows: 


(2) The dealer is required to give 3-month estimates 
YF of his requirements and to file 10-day reports as to 
his new and used car inventory. The dealer must file 


a ; : 
complete financial and operating statements each 
7 month. 
a ' / 
i“ (3) The dealer is required to submit written orders. 
9 
al (4) The manufacturer, however, does not under- 
1e take any duty to fill orders the dealer may place... 
(7) The dealer must maintain a place of business, 
. including salesroom, service station, parts and acces- 
id sories facilities and used car facilities satisfactory to 
ch the manufacturer—and permit the manufacturer to 
aS inspect at all reasonable times. 
‘e- | 
vy (9) The manufacturer reserves the right to control 
rs the amount and form of the dealer’s investment. 
‘8, (10) The dealer must use an accounting system 
of | selected by the manufacturer. 
| (11) The dealer must permit the manufacturer to 
te inspect his books at any time. 
he 
it- (21) The manufacturer may inspect the dealer’s 
nd parts and facilities at all reasonable times. (pp. 3217- 
3218) 
as | Purchases of parts, accessories and other things not 
li- made from General Motors ean thus be detected; as well 
2S, as transactions with financing companies other than Gen- 
od eral Motors Acceptance Corporation. 
i 
a- | The reports from and inspections of dealers is a means 
- | of discovery of financing transactions between dealers and : 
GMAC and other finance companies. In 1941 the court of 
li- appeals in United States v. General Motors, 121 F. 2d 376, : 
ho | 389, speaking of the practice prior to that time, said: 
3e, 
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The primary source of statistics relating to dealers 
is a report made out by the territorial managers of 
GMAC who call on all dealers at least once a month for 
the purpose of obtaining information pertaining to 
the number of cars sold at retail, the number sold on 
time, and the division of time sales as between GMAC 
and other discount companies. 


Harlow C. Curtice, president of General Motors, testified 
before the subcommittee that in the carly 1920’s General 
Motors began requiring reports from dealers of stock and 
sales of cars, ete. (SM 3498) 


Albert Bradley, General Motors executive vice president 
and chairman of the financial policy committee, testified 
before the subcommittee in 1955 that General Motors re- 
ceives financial reports from dealers representing 85 
percent of the General Motors total volume. (SM 3601) 


On December 2, 1955, the Nebraska New Car Dealers 
Association adopted a resolution, which it addressed to the 
subcommittee, complaining of the requirement that dealers 
make reports to General Motors, characterizing the re- 
quirement as ‘‘badgering’’ of dealers and as among ‘‘a 
series of abuses and coercive practices’’ to which the deal- 
ers are subjected. (SM 3624) The resolution stated in 
part— 


Whereas new car franchised dealers have been sub- 
jected to a series of abuses and coercive practices by 
their manufatcurers, some of which are inequities of 
long standing, to wit: 


5. Ridiculous badgering of franchised dealers for 
daily, 10-day, and monthly sales reports which are un- 
necesary, time-consuming, and expensive and of no 
value to the dealer. 


The court of appeals also described as follows another 
method used by General Motors for laying down and en- 
forcing its exclusive dealing requirements for parts, 
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accessories and financing, which it said exerted ‘‘tremend- 
ous influence’’ over the dealers. 


Every year GMSC (General Motors Sales Corpora- 
tion a subsidiary through which General Motors for- 
merly sold its cars) conducts a contract renewal 
meeting in each zone at which time all dealers within 
the zone assemble. After sales talks and formal 
speeches every dealer present is required to attend a 
series of personal interviews with representatives of 
various departments of GMSC such as parts depart- 
ment and accessories department. At the meeting there 
is always a representative of GMAC and usually he is 
the last person the dealer must see before the final 
interview with the zone manager. In the final inter- 
view the dealer’s car requirements for the coming 
model year are reviewed, normally the requirements 
for new cars are determined from previous dealer’s 
experience and from ‘‘ price class’’ and ‘‘ weight eclass”’ 
registration, and customarily on this basis the dealer 
orders his new ears. The dealer is required to seeure 
the approval of each representative and to agree with 
the zone manager on the subject of car requirements, 
hefore the franchise contract is renewed. (121 F. 2d 
387-388) 


Every year dealers attend contract renewal meet- 
ings, where they are interviewed by GMAC represen- 
tatives in connection with the manner of financing 
ears. Unless the dealers’ use of GMAC has been satis- 
factory during the preceding year, he is unable to 
secure the approval of the GMAC representative. In 
such eases the signing of his contract is postponed in- 
definitely by the zone manager until such time as the 
dealer makes satisfactory commitments for the ecom- 
ing vear with respect to financing with GMAC. (121 
F. 2d 394) 


According to the testimony of a General Motors dealer 
before the subcommittee in 1955, similar ‘‘pressure’’ 
methods to enforee exclusive dealing were still being used 
during 1949-1955, the period of his experience as a dealer. 
Among other things, he said ‘‘Each vear the inquisition 
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takes place at Memphis, Tenn., by which I mean the sign- 
ing of the new contract.’’ (SM pp. 3474, 3477) 


CONSPIRACY TO MONOPOLIZE FINANCING. 


During the first six years of the existence of GMAC 
(1919-1925), it received no assistance in procuring the 
business of dealers from General Motors. In the General 
Motors case, 121 F. 2d 392, the court of appeals said: 


In the beginning GMAC did not receive cooperation 
from the various selling companies wholly owned by 
GMC and, in the words of one defense witness, they 
would not ‘‘do anything to compel our dealer organ- 
ization to use our service, so we had to fight our own 
way.’’ This attitude on the part of the selling com- 
panies soon changed and great progress was being 
made by this pioneer in the automobile financing field, 


Although during the 1919-1925 period the GMAC busi- 
ness increased from $1,760,000 to $246,113,000, and other 
finance companies were sharing the business, in 1925 Gen- 
eral Motors and GMAC determined to cooperate in ac- 
quiring the business to the greatest extent possible. 


In a Confidential Report of December 31, 1938, GMAC 
stated that ‘‘GMAC plans are predicated on the Corpora- 
tion financing if possible, the dealer’s entire requirements 
and accepting his business as a whole.’’ United States v. 
General Motors 3111) This is almost a literal statement 
that the GMAC objective was monopoly. 


For this purpose General Motors and General Motors 
Acceptan¢e Corporation determined to integrate the serv- 
ices of GMAC in the General Motors general merchandis- 
ing scheme. In a Confidential Report of December 3, 1925, 
GMAC stated the determination thus— 


It has been quite clear for some time past that, in- 


sofar as General Motors interests were concerned, the 
merchandizing of automobiles on a credit basis was 
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eapable of considerable economic development, which 
could be effectively accomplished by more definitely 
incorporating the services of the General Motors Aec- 
ceptance Corporation in the general merchandising 
scheme. (United States v. General Motors 3111) 


The general merchandising scheme applies to parts, ac- 
eessories, financing, ete.; and includes five elements or 
principles, as follows: (1) unity of interest among General 
Motors, GMAC and the dealers; (2) complete cooperation 
among these three elements; (3) control of the dealers’ 
purchases and sales of cars, parts, accessories, financing, 
ete.; (4) determination by General Motors and GMAC of 
the terms and conditions for wholesale and retail financing 
by the dealers; and (5) control by General Motors and 
GMAC of the dealers’ time selling practices. 


In the 1925 Confidential Report of GMAC it was stated 
that GMAC was to finance General Motors dealers’ trans- 
actions only, and in effect, that the business belonged to 
GMAC exclusively. Thus— 


... It must be obvious that the parent corporation 
could hardly justify investment of its capital in a 
corporation designed primarily as a competitive dis- 
counting or financing agency, fundamentally designed 
as an independent aid to distribution and sales. 


...In order to make progress it will, in our opinion, 
be necessary for General Motors at the factory, and 
ourselves as responsible for proper credit merchandis- 
ing, to join hands with the dealer in complete co- 
operation and unity of interest and mutually promote 
a sound merchandising philosophy. 


In the Report it was also stated that General Motors 
would control the dealers to cause them to patronize 
GMAC, and that to the same end GMAC would superin- 
tend the dealers in the financing transactions, and both 
would work hand and hand in that regard. Thus— 
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We have established a close working arrangement 
with the motor car divisions of General Motors, by 
which each unit at interest—the factory, the dealer 
and ourselves—will assume certain well defined re- 
sponsibilities. The factory will hereafter exercise 
control of the dealer’s time selling practices in keep- 
ing them in line with the credit merchandising policies 
explained, and promoting the use of the plans provided 
by us, thus assuring a volume which will permit the 
maintenance of the low financing charge. 


This corporation will assume the responsibility of 
superintending the credit merchandising of the dealers 
and will work hand in hand with the factory divisions 
in the development of the dealer’s credit merchandis- 
ing along sound lines. (United States v. General Mo- 
tors 3141-3146) 


How the General Motors-GMAC plan was effectuated to 
acquire the dealers financing business, in accordance with 
the merchandising scheme, is stated in part in United States 
v. General Motors Corporation, 121 F. 2d 376, 390-397. 


Substantially the same conditions and conduct of which 
the dealers now complain are shown by that decision to 
have been the means for effectuating the monopolistic mer. 
chandising scheme which the court of appeals in 1941 con- 
demned as unlawful. 


The same affiliation and ownership still exists between 
the two corporations; the same intimate and continuous 
association of the management and nation-wide personnel 
of both, in determining the policies, terms and conditions, 
and practices in financing, still continues; the same purpose 
for acquisition of all of the financing business of the deal- 
ers; the same desire of General Motors and GMAC for the 
exclusive patronage of GMAC; the same knowledge by the 
dealers of that purpose and desire; the same dependence of 
the dealers upon the will of General Motors for their busi- 
ness existence; and the same susceptibility and fear of dis- 
pleasing General Motors—all have continued from the date 
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nent of the decision in the General Motors ease to the present 
’ by time. 
aler ; “ss ; 

re. The only differences, if any, are (1) that there is now 
"Cise an absence of evidence from dealers of the making of ex- 
eep- press declarations to them that they will receive automo- 
ded biles from General Motors and be able to continue as 
geen dealers only on condition that they patronize GMAC; and 

e 


(2) that the susceptibility and fear which dominate the 
dealers now exists in a more intensified degree. 


y of 
ilers FEAR. SUBSERVIENCY AND RESTRAINT OF DEALERS. 
‘die The conditions affecting each dealer’s business which 
Mo- have been created and continued by General Motors, es- 
pecially the uncertain basis upon which his business stands; 
its existence so long only as General Motors may choose; 
dito | the great disparity between the wealth and economic po- 
with sitions of any individual dealer and General Motors; and 
tates the fact that each dealer’s investment and ‘‘life’s work’’ 
is always at the merey of General Motors; are enough to 
hich produce in almost any dealer a complete, or almost com- 
a plete, susceptibility to any and all desires of General 
on Motors with respect to the conduct of his business. 
con- The exclusive dealing required or desired of dealers by 
General Motors; the fact that exclusive dealing is a funda- 
mental commercial principle of General Motors; the facet 
bike si that the desire of General Motors that dealers should ob- 
ae | serve this principle and confine their business within the 
onnel General Motors ‘‘family’’, has long been known to the 
tions, | dealers; the fact that the good or ill will of General Motors 
hoi toward any dealer is affected by or probably turns upon 
deal his exclusive or non-exclusive dealing; are also enough to 
PF ag produce great subservience to that desire by almost all 
y the dealers. 
ice of 
busi- Sueeess of the exclusive dealing policy, therefore, does 
f dis- not require or depend on any express and literal threats 
» date and warnings to dealers against trading with whom they 


23 








722 AUTO FINANCING LEGISLATION 


choose. Realization by them of the power and the causes 
of displeasure of General Motors, plus knowledge of the 
consequences which have been suffered by other dealers, 
assures success. An official of the National Automobile 
Dealers Association, with a nation-wide membership of 
30,000 dealers, including 13,000 General Motors dealers, in 
testimony before the subeommittee said: 


retail automobile dealers are independent businessmen 
in the eyes of Detroit when they are engaged in prae- 
tices favored by the factories, but that this figment of 
independence is quickly dispelled the instant that a 
dealer seeks to exercise any true degree of independ- 
ence in an area that is contrary to the thinking of the 
factory at the moment. (SM 3169) 


The same official described the conduct of General Mo- 
tors which has produced the condition of susceptibility in 
dealers, as ‘‘pressure, threats, and coercion’’, in the ‘form 
of veiled threats, innuendo, and subtle inferences of. re- 
prisal, all of which tend to generate fear.’’ (SM 3159) The 
Nebraska New Car Dealers’ Association deseribed the eon- 
duct as ‘‘a series of abuses and coercive practices’’, 
badgering, pressure and threats. (SM 3624) A former 
individual dealer testified that any dealer who does not do 
the bidding of General Motors ‘‘is either very brave or 


foolish’’. (SM 3401) 


The conduct of General Motors has not only produced 
conformity by the dealers promptly and on a nation-wide 
seale, but has caused them to fear to give testimony of that 
conduct. A Senator who desired that the names of pro- 
posed witnesses as to that conduct should be given to 
General Motors ‘‘so they can check up their records’’, was 
informed by the sub-committee chief counsel that this had 
not been done because 


I obtained the very definite impression from the wit- 


nesses that they feared to testify, even witnesses who 
have been canceled, but who hoped to get franchises 
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from competing dealers and manufacturers. They in- 
dicated a fear to testify if their names were known. 

We felt the only way that we could get testimony 
before this committee would be to withhold the names 
of the witnesses until they had been given an oppor- 
tunity to testify. (SM 3197-3198) 


At the same time (November 29, 1955) the official of the 
National Automobile Dealers Association testified that 


Today the attitude of dealers toward their factories 
is one in which fear predominates... (SM 3161) 


The lack of independence and the feeling of fear of 
General Motors dealers, is not apportioned and felt by the 
dealers in different degrees with regard to the different 
parts of their businesses, as parts, accessories, financing, 
ete. The subservienee and fear are coincident with those 
parts of the dealers’ business for which they can procure 
products and service either from General Motors and its 
subsidiaries or their competitors, and for which General 
Motors has solicited and desires the patronage of the deal- 
ers. As the fear suffered by a dealer is felt by a person 
or group of persons as human beings, the fear is an in- 
divisible emotion; and its full compulsive foree is felt in 
its entirety not only as to the business as an entirety, but 
also in its entirety as to each part of the business. If, 
however, it were possible to apportion the feeling of de- 
pendence and fear, for instance, to distribute it equally or 
in other ratios among parts, accessories, finaneing, efe., 
the apportionment would have no legal signifieanee. 


CONSENT JUDGMENT OF JULY 28, 1952. 


On October 4, 1940, the Government filed an antitrust 
injunction suit against General Motors and GMAC, in 
which it prayed for a separation of the two companies as 
necessary to end the monopolization of the automobile fi- 
nanee business, by requiring General Motors to divest 
itself of the stock of GMAC. The suit was dropped on 
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July 28, 1952, by the entry of a consent judgment, in which 
the Government waived the prayer for divestiture and 
separation. 


The restrictions upon the dealers, and the enforced boy- 
cott by them of independent finance companies, have con- 
tinued; and the monopolization and dominancy of GMAC 
in the financing business has increased. From 1952 to 1954 
the dominancy of GMAC increased from 26 to 34.01 per. 
cent of all automobile financing. The business of all other 
companies decreased. 


Among other things, it was alleged in the complaint in 
the Government suit that the affiliation and collaboration 
between General Motors and GMAC produced a restraint 
of trade and monopoiy in the financing business; 7.e., ‘‘That 
the ownership of an automobile finance company by a com- 
pany with as powerful a position as that of the defendant, 
General Motors Corporation, controlling as it does over 
15,000 dealers who are dependent upon the pleasure of the 
defendant, General Motors Corporation, for their livelihood 
and the preservation of their assets and franchises, with 
the vast majority of automobile sales in interstate com- 
merce dependent upon the use of finance companies, acts 
as an unreasonable restraint on the use of finance com- 
panies other than defendant, General Motors Acceptance 
Corporation, and consequently upon the automobile sales 
which must be financed; that the ownership of defendant, 
General Motors Acceptance Corporation, by defendant, 
General Motors Corporation, in itself tends to give defend- 
ant, General Motors Corporation, a monopoly in the finane- 
ing of General Motors cars and control of the financing 
charges thereof... .”’’ 


Divestiture by General Motors of the GMAC stock was 
the only relief prayed for by the government. The prayers 
state: 


That upon final hearing of this cause, the Court 
order, adjudge, and decree that the conspiracy and 
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ah wrongs herein described exist and constitute an un- 
a reasonable restraint of trade and commerce among the 
various states and that as a part thereof and incidental 
thereto General Motors Corporation wrongfully holds 
y- the stock and share capital of General Motors Accept- 
ance Corporation and all parties thereof; 


Cc! That a receiver be appointed upon such adjudication 
54 to receive forthwith all stock and share capital of 
General Motors Acceptance Corporation held and con- 


we trolled by General Motors Corporation and _ that 
er General Motors Corporation be thereupon ordered 
forthwith to transfer the aforesaid stock and share 
in capital to the aforesaid receiver, that the aforesaid 
| receiver upon receiving the aforesaid stock and share 
_ capital offer the same for sale and sell the same, hold- 
int ing the proceeds subject to the order of this Court. 
hat 
ym- | The judgment ostensibly enjoined discriminations by 
int, General Motors against independent finance companies in 
ver financing wholesale purchases for dealers; discriminations 
the against dealers who patronize independent finance com- 
ood panies; and coercion of dealers to enforce patronage of 
vith GMAC. In every instance, however, the prohibitions are 
om- diluted or vitiated by provisos, conditions, and qualifica- 
acts tions, which also make enforcement impracticable and in- 
om- effectual. 
— For instance, the judgment provides that General Motors 
ales shall treat all finance companies alike as to furnishing in- 
ant, formation concerning dealers, and as to furnishing services 
ant, | and facilities. But the requirement is qualified by condi- 
end. | tions which are advantageous to GMAC and unfavorable to 
— other companies. Thus, the requirement to treat all alike 
— does not apply unless General Motors shall adopt and 
follow a ‘‘practice, procedure or plan’’ of favoring GMAC. 
was Hence, discriminations in favor of GMAC which occur in 
yers sporadic and irregular instances, although productive of 
the same restraint, and although injurious to other finance 
toart companies, and violative of the antitrust laws, would be 
and permissible under this judgment. 
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Again, it is provided that General Motors shall make no 
‘contracts or agreements’’ with dealers to patronize 
GMAC only. But if dealers shall be induced to patronize 
GMAC by acts other than contracts and agreements, al- 
though such acts be violative of the antitrust laws, the ae- 
tion would be beyond the reach of this judgment. 


The former Assistant Attorney General in charge of the 
General Motors ease, and who represented the Government 
in the negotiations for an entry of the consent judgment, 
testified that the judgment would be ineffectual to end the 
monopolization, that the coercion of dealers would continue 
with continuation of the affiliation of General Motors and 
GMAC. On November 28, 1955, he said: 


During the time I worked on the ease, and I still 
have the opinion, as long as there is affiliation between 
the factory and the finance company, there will be 
coercion, although subtle. (SM 3045) 


He stated the reason of the Department of Justice for 
seeking divoreement in the complaint, as follows: 


... the relative economic position occupied by the 
dealer as compared to that of the factory was such 
that the slightest suggestion on the part of the face- 
tory would be effective in getting the dealer to use 
the financing facilities of GMAC; and hence, we 
thought that the only effective way to end the coercion 
for all time was to divorcee the factory from its affili- 
ated finance company. (SM 3045) 


According to the Assistant Attorney General, the ease 
was dropped and the admittedly ineffectual judgment was 
accepted, because of delay in bringing the suit; because of 
the discovery procedure in the case adopted by General 
Meters; because of doubt about procuring divestiture; and 
because of insufficient evidence of coercion of dealers in 
1946-1947. (SM 3038-3039, 3044-3045) The reasons were 
stated more specifically as follows: 
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) Reason No. 1: Ten months delay in filing the injunction 
’ suit after the judgment of conviction in the criminal action 
, (the time intervening between November 17, 1939, and 


October 4, 1940), because in the opinion of the Department 
of Justice ‘‘it was neither feasible nor in the public inter- 
est to prosecute the criminal and civil cases against Gen- 
eral Motors simultaneously’’. (SM 3038-3039) 


t Reason No. 2: Excessive discovery procedure by Gen- 
i eral Motors in taking 400 depositions in the case. (SM 
0 3039) 

c Reason No. 3: The opinion that divestiture would not 
d be granted unless the injunctive relief was clearly inade- 

quate. (SM 3039) 

ll Reason No. 4: The government made an investigation 
n for 1946-1947 to determine whether coercive practices 


against dealers had continued, and found ‘‘insufficient evi- 
denee’’ of such practices to justify divestiture relief. (SM 
. 3044-3045) 


We found some evidence of coercion then, but not 
enough, in the opinion of the Department to justify 


h the drastic remedy of divestitute ... 

. . | | 

0 unless we could show widespread coercion of dealers 

0 subsequent to the criminal decision, we didn’t think 

n we could justify the drastic relief of divestiture. 

I- A fifth reason for abandonment of the suit, stated in the 
preamble of the judgment, and the only reason stated in the 

30 judgment, was that the Government and General Motors 

as desired ‘‘to avoid the expenses of a trial of the issues and 

of | the loss of time occasioned thereby .. .”’ 

al 

id THE AFFILIATION AND AUTOMOBILE FINANCING BUSINESS 

: ACQUISITION METHODS OF GENERAL MOTORS AND 

: GMAC ARE VIOLATIVE OF THE ANTITRUST LAWS. 

, 


General Motors Acceptance Corporation is the largest 
automobile finance company in the world. The size of its 
business in 1954 was greater than six billion dollars. In 
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1954 its business in retail automobile financing was 34 
percent of all business done by automobile finance com. 
panies. In dollar volume of business GMAC is about three 
times larger than the next largest automobile finance com. 
pany. 


General Motors is the largest manufacturing company 
in the world. It makes and sells approximately 52 percent 
of all automobiles in the United States. In 1955 it made 
about four million cars, which it sold for about ten billion 
dollars. 


The size of GMAC in automobile financing is directly 
attributable in large measure to (1) the fact that all of 
its stock is owned by General Motors; (2) the close, active 
and continuous association between the two corporations, 
in the highest management ranks down to the subordinate 
operating personnel throughout the country, for the pur- 
pose of acquiring the financing business of the General 
Motors dealers, i.e., a conspiracy; (3) the continuous ap- 
plication to the financing business of General Motors deal- 
ers of the exclusive dealing marketing policy of General 
Motors; (4) discriminations against other automobile 
finance companies by General Motors to impede and pre- 
vent them from financing transactions for General Motors 
dealers; and (5) discriminations against General Motors 
dealers who patronize other finance companies, to impede 
and prevent such patronage. 


GMAC has the power to restrict and exclude other f- 
nance companies; and to control the terms and conditions 
of financing transactions in General Motors cars, 1.e., the 
financing rates, terms and conditions. 


CIT Financial Corporation, the second largest automo- 
bile financing company, is excluded by the existence and 
exercise of the GMAC power. An official of the company 
testified, 
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34 I would like to underline that we would like to get 
> into the General Motors and have not successfully done 

so. I don’t think there is any questtion about that. 
ee As a matter of fact, it is true of all the other finance 
m- companies, including banks. (SM _ 3090) 


An official of a smaller company, with assets of $65 mil- 
wy lion and trading in Texas, Oklahoma, New Mexico and 


ent Arizona, testified to the GMAC power to fix rates and ex- 
ide clude competition, as follows: 
ion 
in my opinion with the power they have, the position 
that they have attained, if they had a mind to, they 
stly could cut rates even further, considerably, and make 
of it practically impossible for us to operate, if they 
tive wanted to. I mean, they are in a position to do that 
if they feel like that is what they would like to do. 
_ (SM 3120) 
late 
yur- From and because of the ownership by General Motors 
eral of the GMAC stock, GMAC derives many competitive ad- 
ap- vantages over other finance companies, which inerease its 
eal- power to control rates and exclude competition. Two of 
eral such advantages are (1) lower cost of money borrowed by 
»bile GMAC, and (2) lower GMAC business acquisition cost. 
pre- 
tors Lower Cost of Money. 
tors Money is the raw material which an automobile finance 
pede company uses in its business. This it procures in whole- 
sale quantities from banks and professional lenders, and 
rf distributes in retail quantities to automobile dealers for 
ame financing their wholesale purchases of cars from the manu- 
the facturers, and for purchasing from the dealers the promis- 
sory notes received by them in part payment on retail sales 
of automobiles. The money thus borrowed is called debt. 
a For the funds borrowed in wholesale quantities the fi- 
eee nance companies pay interest charges; and for advancing 


money to dealers to enable them to purchase and pay for 
cars, they in turn make interest charges, usually at higher 
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rates than those paid by the finance companies. For the 
retail notes acquired by finance companies from the dealers, 
the amounts paid are usually less than the face amounts of 
the notes, called a discount. The compensation of the 
finance companies on these transactions, is therefore the 
difference between the amount paid and the face amount 
of the notes, the compensation being eventually received 
when the notes are paid by the retail car purchasers. 


In general, all automobile finance companies are more 
or less constantly procuring money in wholesale quantities 
for the operation of their businesses. They are constantly 
seeking to borrow this money from substantially the same 
lenders, in the same places at the same time. 


The amount of money which a finance company can bor. 
row, is limited by its capital. This is the result of the fact 
that professional lenders, in advancing money are governed 
by a given approximate ratio between capital and debt of 
borrowers. The effect of this is to limit the amount of 
business which a financing company can take. When all 
the money which a finance company possesses, has been ad- 
vanced to dealers for wholesale and retail financing, the 
limit of its business has been reached. If its capital is in- 
sufficient to support additional borrowing, the company 
must suspend financing until a change occurs. 


The conventional ratio of debt to capital, does not apply 
to GMAC. In 1954 GMAC borrowed for use in financing, 
almost fifteen times the amount of its capital. The next 
largest company in point of debt, borrowed about six times 
the amount of its capital. The debt-capital ratios of the 
four largest companies were as follows: 


Debt Ratio 
Ge ii eS $2,483,442,.657 14.93 
Gee caphhdiussd ocean neta tas 1,141,321,042 5.66 
Commercial Credit _....... 727,760.861 4.13 


Associates Investment... 480,638,893 5.27 
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the The stock in trade of a finance company, is composed of 
ers, capital funds and borrowed funds; and the cost is a com- 
s of posite of the costs of capital and borrowed funds. Capital 
the funds cost more than borrowed funds. Where, therefore, 
the of two companies having the same amount of capital, one 
punt can borrow fourteen or fifteen times its capital, and the 
ived other only four or five times that amount, the latter will 


always be at a serious competitive disadvantage with re- 
spect to cost, the amount of business and profits. 


no 
ae The borrowed funds ratio is a vital factor in determining 
ntly | the net return on the capital investment of a finance com- 
same | pany. GMAC, with its highly favorable borrowing posi- 
| tion, is enabled to accept a smaller net return on its finance 
b | volume, and to realize a better return on its investment 
an than its competitors. Conversely, its competitors ean be 
fact | put in a seriously disadvantageous competitive position as 
ae to rates, payments to dealers and other conditions. 
it " Lenders exempt GMAC from the conventional debt-cap- 
n all ital limitation because of its affiliation with General 
n ad- Motors, deeming that relationship a sufficient substitute for 
, the the greater capital borrowing basis required from its com- 
is in- petitors. 
pany In the absenee of the backing of General Motors, the 
customary capital-debt limitation to which other finance 
apply companies are subject, would apply to GMAC, and it would 
cing, horrow money on a more nearly equal basis with them. 
next The competitive disadvantage against independent finance 
oa companies, can be terminated only by establishing the same 
f the 


| kind of affiliation with an automobile manuiacturer which 
| produces the advantage for GMAC, or by separation ot 
(iMAC from General Motors. 


Lower Acquisition Cost. 
A large part of the GMAC business is proeured by eom- 
pulsion. <All of the business of other companies is pro- 
cured by competition. For GMAC, General Motors 
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performs a valuable and effective acquisition service, with- 
out any cost to GMAC. Not only is GMAC thus relieved of 
all normal acquisition effort, but the coercive nature of the 
General Motors service makes it necessary for other com- 
panies to exert more strenuous acquisition efforts to offset 
the coercion exerted against them. The acquisition cost 
of those companies is thus abnormally increased. 


Since 1925 General Motors and GMAC have had a 
specific intent to monopolize the business of financing the 
wholesale and retail transactions of the General Motors 
dealers. 


The intent is stated in the GMAC 1925 Confidential Re- 
port thus: that pursuant to a working arrangement between 
the two corporations, ‘‘The factory will hereafter exercise 
control of the dealer’s time selling practices in keeping 
them in line with the credit merchandising policies ex- 
plained, and promoting the use of the plans provided by 
us, thus assuring a volume which will permit the main- 
tenance of the low financing charge.’’ 


The intent was again stated in the 1938 Confidential re- 
port thus: ‘‘GMAC plans are predicated on the Corpora- 
tion financing if possible the dealer’s entire requirements 
and accepting his business as a whole.’’ 


Thus it appears that all, and more, of the necessary ele- 
ments of unlawful restraint and monopolization are 
present: (1) power to control financing rates, terms and 
conditions used to exclude competition; (2) huge size and 
volume of business; (3) specific intent to monopolize; (4) 
exercise and abuse of the power, by conspiracy to coerce 
dealers, to require dealers to boycott other finance com- 
panies, and discrimination against other finance companies. 


As we pointed out in Umted States v. Griffith, 334 
US 107, n. 10, size is itself an earmark of monopoly 
power. For size carries with it an opportunity for 
abuse. And the fact that the power created by size 
was utilized in the past to crush or prevent competi- 
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tion is potent evidence that the requisite purpose or 
intent attends the presence of monopoly power. 


United States v. Paramount, 334 U. S. 131, 174; 
See United States v. Swift & Co., 286 U. S. 106, 116; 
United States v. Aluminum Co., 148 F. 2d 416, 430. 


... monopoly power, whether lawfully or unlawfully 
acquired, may violate section 2 of the Sherman Act 
though it remains unexercised ... for as we stated 
in American Tobacco Co. v. United States, 328 U. S. 
781, 809, 811, the existence of power ‘‘to exclude com- 
petition when it is desired to do so’’ is itself a viola- 
tion of section 2, provided it is coupled with the pur- 
pose or intent to exercise that power. 


United States v. Paramount, 334 U.S. 131, 173. 


. .. **specific intent’’ is not necessary to establish 
a ‘‘purpose or intent’’ to create a monopoly but that 
the requisite ‘‘purpose or intent’’ is present if monop- 
oly results as a necessary consequence of what was 
done. 


United States v. Paramount, 334 U.S. 131, 173. 


A correct interpretation of the statute and of the 
authorities makes it the crime of monopolizing under 
§ 2 of the Sherman Act, for parties, as in these cases, 
to combine or conspire to acquire or maintain the 
power to exclude competitors from any part of the 
trade or commerce among the several states or with 
foreign nations, provided they also have such a power 
that they are able, as a group, to exclude actual or 
potential competition from the field and provided that 
they have the intent and purpose to exercise that 
power. 


American Tobacco Co. v. United States, 328 U. S. 
781, 809. 


Plain and literal threats of injurious consequences, are 


not necessary to make the conduct of General Motors and 
GMAC unlawful. 





Advertising Specialty Assn. v. FTC, 238 F. 2d 108, 
117, CA 1, 1956; 
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United States v. Great Atlantic & Pacific Co., 173 F. 
2d 79, CA 7, 1949; cert. den.; 
United States v. General Motors, 121 F. 2d 376. 





ALTERNATIVE: INCREASED AND AGGRAVATED 
MONOPOLY OR PROMPT AND EFFECTIVE 
ENFORCEMENT. 


The affiliation of General Motors and GMAC subjects all 
other automobile manufacturers to severe and continuous 
competitive disadvantages, marked by an increasing size 
and power of General Motors and a corresponding decline 
of other companies. Notably for Ford and Chrysler, these 
competitive disadvantages can be nullified only by similar 
affiliations between them and finance companies or by sepa- 
ration of General Motors and GMAC. Ford and Chrysler 
are reported to be now planning such action. A trade pub- 
lication states: ‘‘Ford and Chrysler are studying feasi- 
bility of re-entering finance field in view of net profits 
($45.7 million in 1956) GMAC.is turning into GM.”’ (Motor 
News Analysis, published by Aviauto Institute, 82 Lothrop 
Avenue, Detroit 2, Michigan.) 


Such a solution by Ford and Chrysler will treble the ex- 
isting violations of the antitrust laws in automobile financ- 
ing, and apply similar restraints and monopolies to the 
remainder of the business. For the independent finance 
companies, participation in automobile financing, except in 
an insignificant measure, will then become practically im- 
possible. 


For the Department of Justice, therefore, the question is 
whether to permit continuation of the present unlawful 
condition until it shall thus increase and become intolerable 
and ruinous to hundreds of companies engaged in a large 
and important industry throughout the country, or to fore- 
stall such growth and injury by action now. 
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PROOF. 


This case can be proved (1) by statistics, procurable 
from the Federal Reserve Board, General Motors Corpora- 
tion, General Motors Acceptance Corporation, the Ameri- 
ean Bankers Association, and other automobile finance 
companies; (2) by documents procurable from General 
Motors and GMAC; and (3) by witnesses from General 
Motors, GMAC, other finance companies, and National 
Automobile Dealers Association. 


March 1957 
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July 1957 
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MONOPOLIZATION OF AUTOMOBILE FINANCING 


II 


The Attorney General was requested to file a suit against 
General Motors and General Motors Acceptance Corpora- 
tion for violation of the antitrust laws in the automobile 
financing business, and a statement of facts was submitted 
with the request. In a letter dated May 2, 1957, the re- 
quest was refused. This statement is prepared for the 
purpose of considering the sufficiency of the reasons given 
for the refusal, especially in view of the decision of the 
Supreme Court on June 3, 1957, in the case of United 
States v. Dupont, relative to the acquisition by Dupont of 
stock of General Motors. 


In the letter of May 2 four reasons are given for re- 
fusal to take action under the antitrust laws. The reasons 
are: (1) the Department of Justice has uncovered no 
significant facts indicating that the corporations have vio- 
lated the terms of a consent judgment entered against 
them on July 28, 1952; (2) it has not received any evidence 
of any new conspiracy or attempt to monopolize or mo- 
nopolization by GM and GMAC; (3) GMAC is not finane- 
ing more than about two-thirds of the GM automobile 
time sales, and about a third of all automobile time sales; 
and under the cellophane case (United States v. Dupont, 
351 U.S. 377, decided June 11, 1956), the fact that GMAC 
finances two-thirds of the GM sales would not be deter- 
minative. A fourth reason, stated orally, is that the con- 
sent judgment bars, or may bar, further effort by the 
Department of Justice. 


1. Has the Department of Justice Discovered Any Violations 
of the Consent Judgment of July 28, 1952? 


No complaint was made of violations of the judgment, 
and no request was made for action based on the judgment. 
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The request was based on violations of the antitrust laws 
apart from the judgment. 


The judgment is wholly inadequate to deal with the re- 
straints charged in the complaint in the case in which it 
was entered. It fails to apply any restriction at all to 
some of the unlawful acts. The prohibitions of the judg- 
ment are followed and qualified by exceptions, provisos and 
adjectival clauses, which leave the prohibitions without any 
practical significance or application. As such prohibitions 
do not prohibit, violations have not occurred. Naturally, 
the record for obedience to the judgment would be perfect. 


For instance, a provision of the judgment that GM shall 
treat all finance companies alike as to furnishing titles to 
ears for which they have provided wholesale financing, is 
vitiated by an exception of GMAC. Again, GM is pro- 
hibited from recommending, endorsing or advertising 
GMAC. But the prohibition is nullified by a provision to 
the effect that GM may formulate plans for financing, may 
advertise the plans, may recommend their use by dealers, 
and may refer to GMAC in the advertising. 


The inadequacy of the judgment is more fully described 
later in this statement, pp. 14-16. 


2. Has the Department of Justice Received Any Evidence of 
Any New Conspiracy, or Attempt to Monopolize, or 
Monopolization of Automobile Financing by GM and 
GMAC? 


The statement of facts entitled ‘‘ Monopolization of Auto- 
mobile Financing’’, submitted to the Department of Justice 
in April 1957, contains substantial evidence of a ‘‘new’’ 
conspiracy and continued attempts to monopolize. It also 
makes clear that a conspiracy is now in existence, and has 
been for many years prior to the entry of the consent 
judgment in July 1952. 


While that judgment prohibits in part some of the 
acts and practices by which the conspiracy described in 
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the complaint was effected, it contains no prohibition 
against the conspiracy. Many of the acts alleged in the 
complaint are not prohibited, and they have been continued. 
The failure to prohibit the acts and practices does not make 
them permissible, require a ‘‘new’’ conspiracy to make 
them unlawful, or bar a government suit against them. 
The right of the government to maintain an action against 
the conspiracy today, does not depend on whether the 
present conspiracy is a continuation, even in part, of the 
former conspiracy, is a resumption of that conspiracy, or is 
an entirely new conspiracy. 


In the statement entitled ‘‘ Monopolization of Automobile 
Financing’’, the Department has received substantial evi- 
dence of the conspiracy. The statement also indicates 
many sources from which further and more complete evi- 
dence can be procured by the government. In this as in 
almost every other instance, private parties can not pro- 
cure and furnish to the Department of Justice complete 
evidence of violations of the antitrust laws. Private par- 
ties can seldom furnish evidence showing more than good 
reason to believe that violations exist. The statement sub- 
mitted, however, contains more than merely good reason. 
And it indicates that a thorough investigation by the De- 
partment will disclose stronger evidence. 


The evidence furnished shows that today, as well as 
prior to and after the entry of the consent judgment. both 
corporations and their officers and directors have an inti- 
mate and active association in the operation of GMAC; 
that the officers and directors of both corporations 
jointly determine the terms and conditions on which 
GMAC finances the wholesale and retail sale of GM cars; 
that both corporations have the same headquarters office 
locations; that both have parallel organizations and local 
offices throughout the country; and that the management 
and other personnel of both, at their respective head- 
quarters and local offices, are closely associated and act 
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together for the acquisition for GMAC of the finance 
business. 


| The evidence furnished further shows that the purpose 
in organizing GMAC, in acquiring its stock, and in the 
association just described, is to acquire for GMAC the 
business of financing General Motors products to the 
greatest extent possible, especially the financing of auto- 
mobiles; that the original and present policy of GM is to 
cooperate with GMAC in acquiring the finance business; 
and that this purpose and policy began in 1919, and have 
been continuously pursued in principle and practice to the 
present time. 


The evidence further shows that today, and continuously 
at least since 1925, it is the business policy of GM and 
GMAC to cooperate in acquiring the financing business 
of the GM dealers and their customers, and that this 
policy has been but an application to the finance business 
of a wide and comprehensive merchandising plan of 
GM for all products. It applies especially to GM auto- 
mobile parts, accessories and financing. The basic prin- 
ciple of the plan is exclusive dealing. The plan is briefly 
described at pages 20-22 of the statement on ‘‘ Monopoliza- 
tion of Automobile Financing’’ previously submitted. 


The evidence furnished further shows that the two cor- 
porations and their officers and directors have always re- 
quired GMAC to confine its business to the financing of 
GM products; thus restraining the GMAC trade, and pro- 
moting monopolization by GM by preventing the finance 

| corporation from serving competitors of GM, and dealers 
| and other purchasers of competitive products. The evi- 
| dence shows that this restraint exists in full force today. 


The evidence furnished further shows that ‘‘control of 
the dealer’s time selling practices’’ is today a principal 
part of the merchandising plan; that the control has been 
successfully enforced; and that the GM dealers and their 
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books, records and businesses, are subjected to constant 
examination, inspection and ‘‘inquisition’’ by GM; that 
today, and coincident with this policy and plan ‘‘fear pre- 
dominates’’ the dealers in their relations with you. Co- 
incident also with this condition, the volume of business, 
assets, income and share of the financing business of 
GMAC have grown enormously, especially since the entry 
of the consent judgment in July 1952. Im the period 
1952-1955 the GMAC business increased from $1.7 billion 
to $3.1 billion; its assets increased from $1.7 billion to 
$3.8 billion; its income from $21 to $35 million, and its 
share of the business from 28.44 to 38.52 percent. Figures 
Jater than 1955 are not available. 


3. Under the Cellophane Case, Is the Fact That GMAC Finances 
Two-Thirds of GM’s Automobile Sales, and About One- 
Third of All Automobile Sales, Determinative That There 
Is No Violation of the Antitrust Laws? 


The decision in the Cellophane case has no application 
whatever to the GM-GMAC automobile financing situation. 


The question considered and decided in the Cellophane 
case, was whether Dupont had monopolized trade in cello- 
phane, in violation of section 2 of the Sherman Act. No 
issue of conspiracy in restraint of trade or otherwise, was 
involved in the case. While the complaint charged mo- 
nopolizing, attempting to monopolize and conspiracy to 
monopolize, the charges of attempt and conspiracy were 
abandoned by the government and were not pressed in 
the Supreme Court. 


The Court said that ‘‘market delimitation’’ was neces- 
sary under the monopolization issue; that is, that it was 
necessary to determine whether the market for cellophane 
was limited to cellophane, or whether the market included 
other wrapping materials as well. It decided that the 
market was not limited to cellophane but was ‘‘the market 
for flexible packaging materials’’ of which cellophone was 
but one. It said ‘‘We conclude that cellophane’s inter- 
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changeability with other materials mentioned suffices to 
make it a part of this flexible packaging material market.’’ 
(351 U.S. 400) It decided ‘‘that cellophane accounts for 
17.9% of flexible wrapping materials.’’ (ibid. 399) 


The decision contains nothing from which any proposi- 
tion can be logically deduced to the effect that the sole 
fact of control of two-thirds of a business does or does not 
determine the legality of control under the antitrust laws. 


The request for action made to the Department of Jus- 
tice, and the factual information furnished in support of 
the request, were not based on the theory that any per- 
centage would be determinative. The statement contained 
a long catalogue of long continued conspiratorial conduct, 
and the acquisition of the GMAC stock, and cited the per- 
centage of the GMAC business, not as alone determinative 
of anything, but as one of the significant results of the 
conspiracy and stock acquisition. The Cellophane case 
does not state any fact or principle, rule or theory for the 
legality of such a conspiracy, stock acquisition and share 
of the business. 


Instead, the Court cautioned against any such applica- 
tion of the decision, and cited cases dealing with con- 
spiracies and attempts to monopolize as ‘‘not concerned 
with the problem now before the Court.’’ The Court said: 
‘‘Tilegal monopolies under section 2 may well exist over 
limited products in narrow fields where competition is 
eliminated. That does not settle the issue here.’’ (351 
U.S. 395) 


In a footnote the Court distinguished the conspiracy 
and attempt cases as follows: 


In Story Parchment Co. v. Paterson Co., 282 U.S. 
555, a conspiracy to monopolize trade in vegetable 
parchment was held to be a violation of section 2. 
Parchment paper is obviously no larger a part of 
commerce than cellophane. Recovery, however, was 
based on proven allegations of combination and con- 
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spiracy to monopolize, and the scope of the market 
was not in issue. P. 560. Similarly, Indiana Farmers’ 
Guide v. Prairie Farm Publishing Co., 293 U.S. 268, 
ruled that a combination or conspiracy for the pur- 
pose of monopolizing the farm paper business in the 
north central part of the Nation would be illegal by 
reason of the second section of the Sherman Act. 
Lorain Journal v. United States, 342 U.S. 143, a case 
not cited by the Government, was concerned with even 
a smaller geographical area (dissemination of news in 
a community and surrounding territory). But the 
Court held only that defendant had attempted to 
monopolize, not that he had in fact monopolized. Also 
this Court found in United States v. Columbia Steel, 
334 U.S. 495, that the ‘‘relevant competitive market”’ 
for determining whether there had been an unrea- 
sonable restraint of trade (or an attempt to monopo- 
lize) was the market for ‘‘rolled steel’’ products in 
an il-state area. Women’s dresses of ‘‘original de- 
sign’’, Fashion Originator’s Guild v. Federal Trade 
Comm’n, 312 U.S. 457; ‘‘first run’? motion pictures, 
United States v. Paramount Pictures, 334 U.S. 131; 
the news services of one news agency, United States 
v. Associated Press, 52 F. Supp. 362 (S.D.N.Y.), aff’d 
326 U.S. 1; and newspaper advertising as distin- 
guished from other means of news dissemination. 
Times-Picayune Co. v. United States, 345 U.S. 594, 
have all been designated as parts of commerce. All 
four were concerned only with the question of whether 
there had been an attempt to monopolize. (351 U.S. 
395) 







That the GMAC share of the business is not a valid rea- 
son for the Department of Justice to refuse to take action 
under the antitrust laws, was in effect stated by a former 
Assistant Attorney General recently in charge of enforce- 
ment of the antitrust laws. As to the test for unlawful 
monopoly, he said: 


However significant relevant size may be, absolute 
size is absolutely irrelevant under section 2. Only 
relevant is relative size in the context of a particular 
market setting. 
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et More generally, testing for monopoly power, courts 
3? | scan market structure and behavior bearing on control 
8, over price and competitive opportunity. Regarding 
r- market structure, factors sometimes relevant include 
he the relative size and strength of competitors, particu- 
oy larly whether defendant’s market share has been in- 
ot. | creasing or decreasing. Also significant may be free- 
se dom of entry including reference to such factors as 
en | capital requirements, locational advantages, and the 
in importance of advertising. (Speech by Stanley N. 
he Barnes, Assistant Attorney General, Judicial Confer- 
to | ence, Third Circuit, Atlantic City, N. J., July 6, 1956.) 
so 

Z That percentage is no easy formula for decision, was 


also stated by the Attorney General’s National Committee 


“ to Study the Antitrust Laws, March 31, 1955, p. 54, as 
in follows: 

. Measuring monopoly power depends upon a full 
Md evaluation of the market and its functioning, to deter- 
“ mine whether on balance the defendants’ power over 
ad the interrelated elements of supply, price and entry 


"4 are sufficiently great to be classed as monopoly power. 
While the decisions illuminate the economic theory of 


i the courts in evaluating these facts, they provide no 
4 magic formula for simplifying the inquiry. 

’ 
In refusing action against General Motors and GMAC, 


Ss. the Department of Justice has entirely ignored the infor- 
mation submitted relative to (1) market structure and be- 
havior, (2) the relative size and strength of competitors, 


“a (3) whether the GMAC share of the market has been in- 
on creasing or decreasing, (4) the freedom or lack of free- 
er dom of entry into the business, (5) the acquisition of 
ce- capital, (6) the significance of advertising, (7) the affilia- 
ral tion with GM, ete. 

The decision of the Supreme Court on June 3, 1957, in 
ite United States v. Dupont, puts beyond any doubt that the 
m fact that GMAC finances two-thirds of GM’s automobile 


sales and one-third of all sales, is determinative of the 
illegality of the acquisition and holding of the GMAC 
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stock; provided also that the GMAC share has probably 
resulted from the acquisition of the stock. 


In that case the Court said ‘‘General Motors is the 
collossus of the giant automobile industry. It accounts 
annually for upwards of two-fifths of the total sales of 
automobile vehicles in the nation.’’ 


It held that 67% of the GM requirements for finishes, 
and 52.3% and 38.5% of its requirements for fabrics, was 
a substantial share of the automobile market for those 
products. 


Because General Motors accounts for almost one- 
half of the automobile industry’s annual sales, its re- 
quirements for automotive finishes and fabrics must 
represent approximately one-half of the relevant mar- 
ket for these materials. Because the record clearly 
shows that quantitatively and percentagewise du Pont 
supplies the largest part of General Motors’ require- 
ments, we must conclude that du Pont has a substan- 
tial share of the relevant market. 


It follows that the GMAC two-thirds of the financing of 
GM automobiles, is likewise a substantial share of that 
market; and that the GMAC one-third of the financing of 
all ears, GM and non-GM, is also a substantial share of 
that market. 


The true relevant market, however, is limited to finane- 
ing of GM cars. An officer of CIT Financial Corporation, 
the largest finance company next to GMAC, so testified. 
He said that ‘‘there are in fact two automobile markets 
from an automobile finance company point of view. There 
is the GM market, and there is the non-GM market.”’ 


The GMAC share of the market is the result of the 
acquisition by GM of the stock of GMAC, and not of 
competitive effort. 


As in the Dupont case, reports and other documents 
show the purpose and action of GM and GMAC to acquire 
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all of the GM dealer and sales financing for GMAC. Some 
specific instances are described in the statement on ‘‘Mo- 
nopolization of Automobile Financing’’, pp. 20-23. 


The huge GMAC share of the finance business and al- 
most total exclusion of other companies, is the effect of 
the stock acquisition. GMAC was incorporated on Janu- 
ary 24, 1919, and all of its stock was then acquired by 
General Motors. From 1919 to 1925, it received little or 
no assistance from GM in the acquisition of the finance 
business. From 1919 to 1925 the volume of the GMAC 
business increased from $1,760,000 to about $246,113,000. 


By 1925 it was clear that much of the GM dealers’ 
financing was not going to GMAC. The GMAC officials 
complained to GM that the corporation had had to fight 
its own way for the business against the other companies. 
The two corporations then inaugurated two methods for 
acquiring the business for GMAC: (1) payment of a part 
of the finance charge to the dealers, and (2) requiring the 
dealers to patronize GMAC. The effect of the methods 
was definite and instantaneous. In 1926 the GMAC busi- 
ness rose in a ratio of 245 percent. Whereas the GMAC 
business for the whole preceding seven years amounted to 
about $968 million, in 1926 it amounted to $607 million. 
The following statement of the Court in the Dupont case, 
| also correctly described the effect of the assistance of 
GM as to financing: 


Thus sprung from the barrier, du Pont (GMAC) 
quickly swept into a commanding lead over its com- 
petitors, who were never afterwards in serious con- 
tention. 


Thereafter until the present time, other finance com- 
panies have been progressively excluded, and today are 
almost wholly excluded, from the GM market. For CIT 
and Commercial Credit Corporation, two of the largest 
companies next to GMAC, the GM financing business is a 
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‘“‘very, very small’’ part of their automobile financing 
business. An officer of CIT testified: ‘‘I would like to 
underline that we would like to get into General Motors 
and have not successfully done so. I don’t think there 
is any question about that. As a matter of fact, it is true 
of all the other finance companies, including banks.’’ 


The same officer cited two reasons for the exclusion, as 
follows: 


And our answer, I think, to that question is prob- 
ably twofold: The first, and probably by far the most 
important, is that GMAC is a subsidiary of General 
Motors; it has been in existence for over 30 years as 
a part of the GM family; and the fact that in the post- 
war period there have been tangible as well as intang- 
ible factors at work seems to us to have made for a 
minimum incentive for dealers to move outside the 
orbit of the GM family. 


Some of the tangible and intangible factors are described 
in the statement on ‘‘Monopolization of Automobile Fi- 
nancing’’, pp. 23-25. 


GMAC has always supplied the largest part of the 
financing for GM dealers. It is true of the GM-GMAC 
relationship, as the Supreme Court stated of the Dupont- 
GM relationship: 


The fact that sticks out in this voluminous record is 
that bulk of du Pont’s (GMAC) production has al- 
ways supplied the largest part of the requirements of 
the one customer in the automobile industry connected 
to du Pont by a stock interest. The inference is over- 
whelming that du Pont’s (GMAC) commanding posi- 
tion was promoted by its stock interest and was not 
gained solely on competitive merit. 


The Dupont-GM and GM-GMAC stock acquisition cases 
are in the same formula: (1) the acquisition of stock; (2) 
the declaration of purpose; (3) the intercompany relation- 
ship; (4) the methods used to induce GM patronage of 
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Dupont, and the methods used to induce GM dealers’ 
patronage of GMAC; (5) cooperation of the corporations 
for procuring the business in finishes and fabrics and 
financing; (6) the result, a substantial share of the GM 
purchases of finishes and fabrics, and a substantial share 
of the GM dealer financing; (7) the result, exclusion of 
other manufacturers and other finance companies. 


The differences in the cases are (1) that whereas Du- 

pont acquired 23% of the GM stock, GM acquired 100% 

of the GMAC stock; (2) that whereas in the Dupont-GM 

ease it was necessary for Dupont to influence the GM pur- 

chasing people to patronize Dupont, in automobile financ- 

| ing it was necessary for GM to influence the dealers to 

patronize GMAC; and (3) that whereas the GM purchases 

| of finishes and fabrics amounted to 3.5% and 1.6% of the 

| whole market, in automobile financing the business acquired 

by GMAC with the assistance of GM amounts to one- 
third of the whole market. 


What was said as to influencing the GM purchasing peo- 
| ple in the Dupont case, is equally true, but with stronger 
| force, as to influencing the GM dealers in financing: 


It is not pure imagination to suppose that such sur- 
veillance from that source made an impressive impact 
upon the purchasing officials. It would be undertand- 
ably difficult for them not to interpret it as meaning 
that a preference was to be given to du Pont products. 


4. The Consent Judgment Does Not Bar Further Action by 
the Department of Justice. 


| On October 4, 1940, the government filed a suit against 
General Motors and GMAC, alleging that the corporations 
were engaged in conspiracies in violation of the antitrust 
| laws: one conspiracy to restrain trade in automobiles, in 
violation of section 1 of the Sherman Act; and another con- 

| spiracy for discriminating in price and service between 
| purchasers of automobiles, for making sales on condition 
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of exclusive dealing by purchasers, and for acquisition by 
General Motors of the stock of GMAC, in violations of sec- 
tions 2, 3 and 7 of the Clayton Act. 


On July 28, 1952, the case was ended by the entry of a 
consent judgment. 


The complaint alleged that GM made and sold 40 per- 
cent of the automobiles made and sold in the United States, 
and that GMAC financed the purchase and sale of GM cars, 


The allegations relative to the conspiracy for acquisition 
of the GMAC stock, consist merely in the statement that 
GM acquired the stock, and while holding that stock ac. 
quired the stock of General Motors Sales Corporation, 
both GMAC and the Sales corporation being engaged in 
interstate commerce; and that the ownership of the GMAC 
stock ‘‘acts as an unreasonable restraint’’ and ‘‘tends to 
give defendant, General Motors Corporation’’ a monopoly 
of the financing of GM cars. 


The complaint alleges the acquisition of that stock pur- 
suant to a conspiracy. The acquisition of the GMAC stock 
is coupled with the acquisition of the stock of the sales 
corporation in December 1938. The theory of the com- 
plaint in this regard therefore probably is that only the 
acquisitions of the stock of the two corporations is pro- 
hibited by section 7 of the Clayton Act, and that the ac- 
quisition of the GMAC stock alone would be permissible. 


The complaint alleges that the purpose of the other con- 
spiracy (i.e., the conspiracy to restrain the trade in auto- 
mobiles), was to monopolize the financing of that trade. 
The specific means by which this conspiracy was to be 
made effective are enumerated in six categories in the 
complaint, as follows: (1) Requiring the GM dealers to 
promise and agree to patronize GMAC; terminating con- 
tracts with dealers, and refusing to furnish automobiles to 
dealers for failure to patronize GMAC; (2) examining the 
records and accounts of dealers to discover and prevent 
patronage by them of other finance companies; (3) dis- 
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criminating against non-complying dealers by delaying de- 
livery of cars, etc.; (4) furnishing business quarters at 
GM factories only to GMAC; furnishing information as to 
purchases by dealers only to GMAC; furnishing only to 
GMAC title to cars purchased by dealers with borrowed 
money; imposing on other finance companies discrimina- 
tory and onerous requirements in making payment for 
ears financed by them for GM dealers; (5) advertising and 
recommending that GMAC be patronized for financing; 
and requiring dealers to advertise and recommend that 
GMAC be patronized; (6) paying dealers rebates from the 
finance charge for patronizing GMAC. 


As to the conspiracy to restrain trade in automobiles, the 
complaint prays merely that the court decree that the 
conspiracy is an unreasonable restraint of trade. As to 
the conspiracy in violation of the Clayton Act, the prayer 
is that a receiver be appointed to take over and sell the 
GMAC stock. 


The consent judgment prohibits only some of the means 
for effectuating the conspiracy to restrain trade. It makes 
no reference whatever to the GMAC stock. 


The judgment does not prohibit GM from requiring 
dealers to promise to patronize GMAC, and not to deal 
with other finance companies; from examining the records 
and accounts of dealers; from discriminating against 
dealers in delivery of cars, etc. It does not prohibit GM 
from furnishing information as to the purchase of cars by 
dealers only to GMAC; from discriminating against all 
finance companies except GMAC as to payment for auto- 
moblies on loans made by them to dealers; and from adver- 
tising and recommending GMAC and its financing plans 
exclusively. 


In making loans to dealers for the purchase of auto- 
mobiles from GM at wholesale, finance companies require 
a transfer to them of title to the cars, as security for the 
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loans. ‘To prevent the attachment of other liens or equities 
ahead of the lien of the finance company, which might 
occur upon a direct transfer of title by GM to the borrow- 
ing dealer, the lenders desire to receive directly from GM 
a transfer of title to themselves. 


In all wholesale financing by GMAC, General Motors 
transfers title directly to GMAC, without any expense or 
other requirement, and practically automatically. For 
transferring title directly to other finance companies, how- 
ever, GM requires from them large and expensive money 
guarantees, greatly in excess of amounts to be paid to GM 
for borrowing dealers. This discrimination, which amounts 
to a great and expensive competitive disadvantage to the 
other finance companies, is ignored by the consent judg- 
ment. 


As to transferring title of cars to finance companies, the 
judgment provides that GM shall treat all finance com- 
panies substantially alike; but the judgment states that a 
procedure described in an appendix shall be deemed to 
comply with this requirement. The statement of the pro- 
cedure, which was formulated by GM and GMAC, begins 
with the statement that it is ‘‘for dealing with finance com- 
panies, other than General Motors Acceptance Corporation 


To comply with the procedure it is necessary for a 
finance company to furnish to GM, its own guarantee and 
that of a bank, of the availability of large sums of money 
for the payment of drafts by GM. The guarantee funds, 
which are always greatly in excess of amounts which ex- 
perience has shown to be necessary, are procured by finance 
companies on loans from banks, the money being retained 
by the banks and disbursed as drafts are presented. The 
interest and other compensation paid by the finance com- 
panies for the money and service, are expenses from which 
GMAC is exempt by virtue of its affiliation and the con- 
sent of judgment. 
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The judgment provides that GM shall treat all finance 
companies alike as to furnishing information concerning 
dealers, and as to furnishing services and facilities. But 
the requirement to treat all alike does not apply unless 
GM favors GMAC pursuant to a ‘‘practice, procedure or 
plan’’. Discriminations in favor of GMAC which occur 
other than pursuant to a practice, procedure or plan, are 
therefore permissible under the judgment. 


Again, all finance companies except GMAC must make 
a request for the information, service and facilities. 


The judgment provides that GM shall make no contracts 
or agreements with dealers to patronize GMAC only. But 
causing such exclusive dealing by other acts, is not pro- 
hibited. In another place, the judgment provides that 
GMAC may make exclusive patronage contracts with 
dealers. 


It is provided that agents of GM and G@MAC shall not 
together be present with any dealer for the purpose of in- 
fluencing him to patronize GMAC. But the prohibition is 
cancelled by two exceptions: (1) the agents of the two 
companies may jointly influence dealers upon the written 
request of the dealers, and (2) may jointly influence dealers 
if they do so to procure his business for GMAC on an 
exclusive basis. 


It is provided that GM may not recommend, endorse, or 
advertise GMAC. But according to the judgment GM may 
formulate plans of financing the purchase of its cars, may 
advertise such plans, may recommend their use by the 
dealers, and may mention GMAC in the advertising. The 
judgment states that GM may mention GMAC in its ‘‘in- 
stitutional’’ advertising, and may advertise GMAC as to 
sales made by GM in its owned retail stores. 


Substantial changes have accurred since the filing of the 
suit in 1940 and since the entry of the judgment in 1952. 
A great increase in the size, power and business of GMAC 
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has occurred since the filing of the suit, and a further 
great increase has occurred since the entry of the judg- 
ment. During the period of 11 years from the filing of 
the suit to the entry of the judgment, the GMAC volume of 
business almost doubled; and during the period of 3 years 
after the judgment it almost doubled again. GMAOC’s 
assets practically trebled during the first period, and more 
than doubled during the three years following the judg- 
ment. Net income increased from $13 million to $21 million 
during the first period, and from $21 million to $35 million 
after the entry of the judgment. The figures for 1956 and 
1957 are not yet available, but the presumption is that the 
same rate of expansion has continued or further increased 
since 1955. 


The figures for the two companies for the periods are 
shown in the following tables: 


97 








ae 
o> 
~ 


AUTO FINANCING LEGISLATION 


ler 


lg- 


of 
of 
irs 


T8S‘912°CE 


000°000‘88T‘E 
COF‘LZE°008'E 


Z80‘LF'68T'T 


ESSE 


OCF LLEEFF'ST 
TOT'CLL‘F¥E'9 
%9L'0S 


Ccé6T 


19 
J § 


re 


ig- 
on 


on 


(‘orsz ‘60ce ‘s0cz “dd ‘oc6t ‘9nor ‘d ‘epeT ‘sTetsjsnpuy s, poo; 
‘EZIL ‘eztt ‘dd ‘oc6t ‘69et “d ‘ereT ‘syueuyseauy jo [enuvp, s,Apoo7z) 


$89°Z90'TZ 
000000822 ‘T 
989802‘8TL'T 


LFV BT 


6LI‘TZL'8S¢ 
6TF'FST 6FS'L 
801662‘ T00°F 
HPL TH 
CS6I 


nd 
ire 


the 
sed 


$69‘60T'EL COeeeeeeseseeeesreseseee euloout JON 
$00 ‘OFF 106 Cmeeeeeeeeeseese ssoursnq jo euInjoOA 
PIF ‘9E8'CC9 COCOTHOHOTEOE SHEE HEHEHE EHH HEHE Ee sjossy 
(}1pero yuour[eysur 
[t¥}e1 B[Iqoul04zNe ) 
es @eeeeeseoeaeeeeeeee ene sseuisng jo e1eyqg 
OVINYD 
80¢'ZS9'T0Z% eee steSoe ea hoes cet @UIOOUI 49N 
116'00898F'S e- ereereeesrees ssoursng jo eunyo A 


T6L 0S‘ LF2 ‘TS 


—_—_———_. 


T¥6T 


SHOLOW TVHUNAD 


yess ewes sjessy 


"*** gseuisng Jo e1eyg 


co 
nm 





756 AUTO FINANCING LEGISLATION 


Subtraction of the war years from the 1941-1952 period, 
when there was little consumer automobile financing, makes 
clear that GMAC volume, assets and income doubled and 
trebled in a much shorter period than the figures indicate. 


These facts make clear that the consent judgment has 
not affected the restraint of trade and tendency to mo- 
nopoly alleged in the complaint, except probably to 
strengthen, increase and accelerate them. 


Coincident with this great increase in size and power of 
GM and GMAC, a new and formidable competitive ad- 
vantage has accrued to GMAC, which it is impossible for 
any other finance company to equal or overcome, so long 
as the two great corporations shall remain combined. That 
advantage is an ability to borrow more money in ratio to 
its capital than can any other finance company. GMAC 
can now borrow money, which is the raw material used in 
the business of finance companies, in a total amount more 
than fifteen times the amount of its capital. The three 
largest independent automobile finance companies can 
borrow no more than about six times their capital. The 
fact and causes of this difference are more fully described 
in a former memorandum entitled ‘‘Monopolization of 
Automobile Financing’’, pp. 31-33. 


The stock in trade of a finance company is composed of 
capital funds and borrowed funds. As capital funds cost 
more than borrowed funds, the cost of the stock in trade 
is a composite of the cost of both. Where, therefore, of 
two or more automobile finance companies one only can 
borrow fourteen or fifteen times its capital, and the others 
only four or five times their capital, the latter will always 
be at a serious competitive disadvantage with respect to 
costs and volume of their business. 


Moreover, the borrowed funds ratio is a vital factor in 
determining the net return on the capital of a finance com- 
pany. GMAC, with its special and highly favorable bor- 
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rowing position, is enabled to accept a smaller net return 
on its capital than its competitors. GMAC can also put 
its competitors in a seriously disadvantageous competitive 
position as to rates, payments to dealers and other condi- 
tions. 


This favorable difference in capital-debt ratio for 
GMAC began in 1949, about three years before entry of 
the consent judgment. Immediately upon entry of the 
judgment, the difference greatly increased. The ratios for 
GMAC and the next three largest companies for the sig- 
nificant years are as follows: 


3 com- 
GMAC panies 
1941 5.80 — 
1947 3.32 4.26 
1948 5.55 4.43 
1949 10.09 4.10 
1950 10.18 4.74 
1951 10.25 4.89 
1952 11.36 5.55 
1953 15.07 5.67 
1954 14.93 5.01 
1955 15.44 6.88 
1956 15.14 6.56 


A consent judgment in a government case under the 
antitrust laws, is not a bar to further necessary relief 
subsequently applied for by the government. The court 
has power to modify such a judgment in adaptation to 
changed conditions or to effectuate its basic purpose. The 
power is inherent in the equitable jurisdiction, and exists 
although not expressly reserved in the judgment. 


In United States v. Swift, 286 U.S. 106, 1932, the Court 
said: 


We are not unmindful of the power of a court of 
equity to modify an injunction in adaptation to 
changed conditions, though it was entered by consent. 
. .. Power to modify the decree was reserved by its 


60 











758 AUTO FINANCING LEGISLATION 


very terms, and so from the beginning went hand in 
hand with its restraints. If the reservation had been 
omitted, power there still would be by force of prin- 
ciples inherent in the jurisdiction of the chancery. A 
continuing decree of injunction directed to events to 
come is subject always to adaptation as events may 
shape the need. . . . The distinction is between re- 
straints that give protection to rights fully accrued 
upon facts so nearly permanent as to be substantially 
impervious to change, and those that involve the super- 
vision of changing conduct or conditions and are thus 
provisional and tentative. ... In either event a court 
does not abdicate its power to revoke or modify its 
mandate, if satisfied that what it has been doing has 
been turned through changing circumstances into an 
instrument of wrong. (pp. 114-115) 


Chrysler v. United States, 316 U.S. 556, 1942. 


Changes in consent judgments in antitrust cases are not 
of rare occurrence. During the period 1930-1955 applica- 
tions for modification have been made in at least 22 cases, 
in all or almost all of which the applications have been 
granted. (The Federal Antitrust Laws with summary of 
cases instituted by the U. S., Commerce Clearing House, 
Inc.) 


In the automobile finance case, an application would lie 
for additional relief, on the basis of new and changed 
conditions and the failure of the judgment to terminate the 
conspiracy and restraint of trade; i.e., additional relief 
including divestiture of the GMAC stock, elimination of 
the exceptions, provisos and conditions attached to exist- 
ing prohibitions which deprive them of all effect, as well 
as prohibitions against the conspiracy and practices not 
dealt with at all in the present judgment. 


Among the new and changed conditions, are the great 
increase in the size, power and volume of business of 
GMAC; the corresponding waning competitive significance 
of other finance companies; the new competitive advantage 
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of GMAC; and the continuation of the basic conspiratorial 
conduct of the two corporations. 


The new and changed conditions also show the failure 
to accomplish the basic object of the suit and consent judg- 
ment. The only legitimate basic object of the consent judg- 
ment would have been to terminate, at least to some extent, 
the unlawful condition and the resulting restrictive condi- 
tions. The judgment, however, declares that the object was 
‘‘to avoid the expense of a trial of the issues and the loss 
of time occasioned thereby’’. 


The former Assistant Attorney General in charge of the 
ease testified that the judgment would not end the viola- 
tion of law. He said: ‘‘During the time I worked on the 
case, and I still have the opinion, as long as there is affilia- 
tion between the factory and the finance company, there 
will be coercion, although subtle.’’ He stated the reason 
for seeking divorcement of the corporations, as follows: 


. . . the relative economic position occupied by the 
dealer as compared to that of the factory was such 
that the slightest suggestion on the part of the factory 
would be effective in getting the dealer to use the 
financing facilities of GMAC; and hence, we thought 
that the only effective way to end the coercion for all 
time was to divorce. the factory from the affiliated 
finance company. 


In the letter of May 2, 1957, the Department of Justice 
states: ‘‘We recognize that the GMAC decree did not solve 
many competitive problems in the industry.” 


A consent judgment in a government suit under the 
antitrust laws, is not a bar to a subsequent suit, as res 
judicata or estoppel, especially where the subject, parties, 
issues and relief are different. 


In Aluminum Co. v. United States, 302 U.S. 230, 1937, 
an injunction was sought to prevent the prosecution of a 
government antitrust suit against the Aluminum Company, 
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on the ground that the matter had been dealt with by a 
consent judgment in a former suit. The Court held that 
the injunction should have been denied, saying: 


The court below found: ‘‘The subject matter, par- 
ties, issues and relief sought in the New York suit 
differ substantially from those in the 1912 suit. The 
New York suit does not attack the affirmative provi- 
sions of the 1912 decree or seek to reverse any action 
taken by the District Court for the Western District 
of Pennsylvania in the suit of 1912. The New York 
suit does not subject Aluminum Company to the peril 
of two conflicting decrees. Aluminum Company will 
not suffer irreparable injury by being compelled to 
defend the suit in the Southern District of New York. 
...’’ It concluded that the two suits were dissimilar 
in respect of parties defendant, subject-matter issues, 
and relief sought, and that no basis for an injunction 
had been shown. (pp. 232-233.) 


The doubling and trebling of the already huge volume, 
assets and income of GMAC since 1941 and since the entry 
of the judgment, is alone more than sufficient to constitute 
a substantial difference under the Aluminum case. (See 
Records and Briefs in the case, No. 281, October Term, 
1937, 302 U.S. 230) 


A new suit based on present conditions in the automobile 
finance business, would be different on the facts from the 
former suit. A new suit on the proper legal basis, would 
be different in that regard from the former suit. 


The 1940 suit was an action for conspiracy, in which 
two conspiracies were charged: one, a conspiracy in re- 
straint of trade; the other, a conspiracy ‘‘to violate’’ sec- 
tions 2, 3 and 7 of the Clayton Act; that is, a conspiracy 
to discriminate in price and service among automobile 
dealers, to make sales on condition of exclusive dealing, 
and to acquire, hold and use the stock of GMAC. No mo- 
nopolization, attempt to monopolize, or conspiracy to mo- 
nopilize any part of trade, is charged in the 1940 suit. 
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Conspiracies in restraint of trade are declared illegal by 
section 1 of the Sherman Act; monopolizations, attempts to 
monopolize, and conspiracies to monopolize, are declared 
illegal by section 2. It is elementary that the statute dif- 
ferentiates the four offenses, and makes a suit based on 
any one of them a separate and distinct action from a suit 
based on the others. 


It follows that a new and original suit based on section 
7 of the Clayton Act for divestiture of the GMAC stock; 
or a new and original suit based on conspiracy to monopo- 
lize; or On conspiracy in restraint of trade existing after 
the entry of the consent judgment of July 1952; would be 
substantially different from the 1940 suit, and would not 
be barred on any theory of res judicata or estoppel. 


In such a new and original suit the consent judgment 
could not be pleaded as a factual estoppel, because the 
judgment expressly provides that it shall have no estoppel 
effect. It declares that 


each of the defendants having, by their respective 
attorneys, consented to this judgment without any 
findings of fact upon the condition that neither such 
consent nor this judgment shall be an admission or 
adjudication that the defendants have violated any 
statute... 


This denial of an estoppel effect, couched in language 
solely in favor of the defendants, does not, of course, con- 
versely, constitute an estoppel, admission or adjudication 
in their favor and against the government to the effect 
that they have not violated the law. 


A suit by the government under the Clayton Act, is dif- 
ferent from a conspiracy suit under the Sherman Act 
relative to the same subject matter; and a judgment 
against the government in the conspiracy case would not 
bar one under the Clayton Act. 
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In 1911 the government brought an antitrust conspiracy 
suit against the United Shoe Machinery Company. A dis- 
missal of the suit after a trial on the merits, was affirmed 
by the Supreme Court. 


United States v. United Shoe Machinery Corp., 247 
US. 32. 


In 1915 the government brought a second action based on 
the same facts under the Clayton Act. The contention that 
the former judgment was res judicata of the second suit 
was overruled. 


United Shoe Machinery Corp. v. United States, 258 
U.S. 451. 


In sustaining the Clayton Act suit, the Court said: 


The Sherman Act and the Clayton Act provide dif- 
ferent tests of liability. This was determined in the 
recent case of Standard Fashion Co. v. Magrane-Hous- 
ton Co., ante, 346. In that case we pointed out that the 
Clayton Act was intended to supplement the Sherman 
Act, and within its limited sphere established its own 
rule. Under the Sherman Act, as interpreted by this 
court before the passage of the Clayton Act, contracts 
were prohibited which unduly restrain the natural flow 
of interstate commerce, or which materially interrupt 
the free exercise of competition in the channels of 
interstate trade. In the second section monopolization 
or attempts to monopolize interstate trade were con- 
demned. The Clayton Act (section 3) prohibits con- 
tracts of sale, or leases made upon the condition, agree- 
ment or understanding that the purchaser or lessee 
shall not deal in or use the goods of a competitor of 
the seller or lessor where the effect of such lease, sale, 
or contract, or such condition, agreement or under- 
standing ‘‘may’’ be to substantially lessen competition 
or tend to create monopoly. The cause of action is 
therefore not the same. 


. . . The determination of the questions now raised 
under the Clayton Act was not essential to the former 
decision. (pp. 459-460) 


65 








Jul 








AUTO FINANCING LEGISLATION 763 


The consent judgment may not be used to bar a judicial 
determination in a new suit of the legality of the acquisi- 
tion of the GMAC stock under section 7 of the Clayton 
Act; especially when it appears, as a matter of fact and 
from the declarations of the judgment, that nothing was 
adjudicated as to that part of the case. 


The Attorney General, like other public officers, has no 
authority to exempt anyone from compliance with the anti- 
trust laws by consent judgments. One Attorney General 
may not so foreclose a successor in enforcement of the anti- 
trust laws. 


In Utah Power & Inght Co. v. United States, 243 U.S. 
389, 1917, the Court said: 


Of this it is enough to say that the United States 

| is neither bound by acts of its officers or agents in 

entering into an arrangement or agreement to do or 

cause to be done what the law does not sanction or 
permit. 


See also: 


United States v. Beebe, 180 U.S. 343 

Kelley v. Town of Milan, 127 U.S. 139 

West v. Bank of Commerce, 167 F. 2d 664, CA 4, 
1948. 


July 1957 
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A special advertisement prepared 
for Reader’s Digest readers — in 
handy detachable form—based on 
articles contained in 
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Fords 
Buyers Digest 
of new car 


facts for 09 


... for people who are thinking 
of buying any new car 


Helpful money-saving facts and 
figures on such subjects as: 


When you should use regular gasoline 
e The truth about monthly payments « A 
woman’s guide to what goes on under 
the hood « And many, many others. 
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HOW TO GET THE MOST VALUE 
FROM THESE CAR FACTS 

























M ODERN automobiles are a miracle of mass pro- 
duction: a complex mechanism built at low cost in huge numbers 
yet virtually custom-tailored to the individual buyer. The number 
of possible choices is staggering—Ford’s assembly lines could run 
a year without turning out two cars exactly alike. Because of this 
rich variety, most people give the choice of a new car the most 
careful consideration. This is the reason for the publication of this 
special Reader’s Digest 36-page presentation, which is based on 
Ford’s Buyer’s Digest of New Car Facts for 59. Once you have 
read it, choosing the right car and the right time to buy becomes 
easy and logical. 


I believe readers can get the most value from this Ford presen- 
tation by first understanding its approach. There are 18 author- 
itative articles of interest to every driver. Some tell what you 
should know about cars before making a choice. Others tell 
you how to get better gas mileage, how to make your tires last 
longer, how to get the most satisfaction out of owning a Station 
Wagon, how to figure your best trade-in time. 


You can remove these pages, with their own special binding, 
from the magazine and keep them for reference. Perhaps in addi- 
tion you would like to have the 96-page Buyer’s Digest of New 
Car Facts Book from which this material is derived. It contains 
many additional articles and features, 37 in all, to help car buyers 
and owners. You can get a copy by sending ten cents with your 
name and address to Buyer’s Digest, P O. Box 10, Westbury, N. Y. 


©. Wg br 
J. O. Wright 


General Manager, Ford Division 
Ford Motor Company 
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Advertisement 


Test drivers have discovered driving 


techniques that stretch every gallon 


Fourteen Secrets 





of Good Gas Mileage 


T is a common belief that small en- 
I gines are more economical than big 
engines and that premium gasoline 
gives more mileage than regular. 
Neither is necessarily true. 
The small, low-powered engine 
driven near top speed on the super- 
highway is not economical. Driven at 
this same speed, a bigger, more power- 
ful engine—which won’t, incidentally, 
shake itself to pieces — will deliver just 
as good mileage or better. 
This is because engines run most 
economically in their middle range of 
speeds. The small engine, racing on a 
superhighway at almost top speed to 
keep up with the traffic, is relatively 
ineficient; whereas the larger engine, 
working easily, is at almost peak efh- 
ciency. Small, low-powered cars rarely 
fulfill their promise of high mileage on 
American roads because at our normal 
speeds they are overextended. 
Last May the National Association 
for Stock Car Advancement and Re- 
search anonymously bought a number 
of new cars from dealers — just as you 
would buy them. They turned them 
over to truck drivers who had no spe- 
cial training, and sent them on a five- 
| day, 2213-mile run from Detroit to Key 
West. In this test a 145-horsepower 

Ford Six averaged 20.55 miles per gal- 
| lon. Most interesting of all, this rela- 


| 


tively large engine excelled in economy 
both on the slowest day (average speed 
40.6 m.p.h.) and on the fastest day 
(average 56.5 m.p.h.). 

As for premium gasolines giving 
better mileage than regular grades, they 
do only in engines designed for them. 
Ford six-cylinder and standard V-8 
engines give top performance on the 
lower-priced, regular gasolines, thus 
giving extra mileage per dollar (and it 
mounts up fast, saving perhaps $40 
a year if you drive 12,000 miles). 

But however important to you such 
technical factors as engine size and gas- 
oline are in economy, they are far less 
important than your own driving 
habits. The way you drive is the big- 
gest economy factor of all. 

One day a Ford test driver took out 
a car with instructions to get maximum 
economy. Later he took out the same 
car with opposite instructions: to burn 
as much gas as possible. In this “waste” 
test he cut the mileage in half! Same 
car, same load, same road, same day; 
nothing changed but the driver’s foot. 

You can do as badly, or as well. 

Sudden acceleration, forcing your 
car to its utmost always costs fuel. A 
new Ford will do anything you ask of 
it. It can take off like a jet, has power 
to spare as you whip around a truck. 
Such super-performance means safety 
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in emergencies. But at other times judi- 
cious handling will cut your gas bill. 

To get your car under way econom- 
ically, shift up at the lowest speed pos- 
sible without laboring the engine. Hard 
acceleration races the engine, wastes 
gas. Unless you’re starting uphill, or in 
sand or the like, you need remain only 
momentarily in first gear, only a second 
in second gear. Skip first gear altogether 
on a downgrade. 

With Fordomatic or Cruise-O-Matic, 
press the accelerator only part way 
down and let the transmission handle 
the rest. If you really want to surge 
ahead, with the seat pressing into your 
backbone, the new Ford transmission 
will cheerfully oblige. But in normal 
circumstances you save gas — quite a 
lot of gas—if you avoid forcing the car. 

Having started your car,change speed 
as rarely and as smoothly as traffic per- 
mits. Constant stops and starts consume 
up to three times as much fuel per mile 
as highway driving. Jiggling the accel- 
erator, moving the car in little bursts 
and pauses, gunning the engine be- 
tween curves or clumps of traffic, slow- 
ing down—these toss away nickels and 
dimes. Economy-minded drivers take 
pride in the distance they can cover 
without use of the brakes, except actu- 
ally to stop or prevent a collision. 

You'll save gas too if, instead of 
rushing a red light, you take your foot 
off the accelerator a block ahead, and 
if you snap off the ignition promptly 
after parking. In cold weather, instead 
of warming up the engine standing at 
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the curb, get some mileage out of your 
gas by driving at 25 m.p.h. until the 
engine is warmed. 

Now what about high-speed driving? 
That depends upon what you mean by 
“high.” Modern engine design and bet. 
ter gasoline make higher speeds more 
economical than they were only ten 
years ago. Nevertheless, as a car ap- 
proaches its top limit, gas-eating factors 
pile up. For example, the power re- 
quired to overcome wind resistance in- 
creases with the cube of the speed. 
Power losses in flexing of the tires, 
negligible at low speed, eat up 23 horse- 
power at go m.p.h. A car capable of 20 
miles per gallon will deliver less than 
five when driven “flat out.” 

Some other gas savers: Soft tires 
waste gas as well as rubber through 
excess road friction; keep them at the 
recommended pressures, or even add 
two to four pounds if you don’t mind 
the slightly harder ride. Fast idling 
wastes fuel and indicates need of auto- 
matic-choke or carburetor adjustment. 
Periodic engine tune-up saves gas. So 
does having the chassis greased and the 
crankcase and transmission oilschanged 
as scheduled in your manual. 

Proper adjustment of the automatic 
transmission, especially when the car 
is new, prevents possible losses of 
power. And remember that air is as 
essential in fueling the engine as gaso- 
line. The new dry type air cleaner in 
Ford cars is easily removed and can be 
cleaned by gently tapping the element 
until dirt drops out. 
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A WOMAN'S GUIDE 
to What Goes On Under the Hood 


Knowing the gauges and warning 
lights on your" instrument panel can 
prevent roadside breakdowns and ex- 
pensive repairs. 


E'vE called this a “‘woman’s 
W uide” but really it’s a guide for 
all of you who don’t know exactly 
what the gauges and warning lights on 
your car’s instrument panel mean. 
Each of these devices tells you some- 
thing of what’s going on under the 
hood and warns you, in advance, when 
something serious is going wrong. If 
you ignore these warnings, you're 
headed for roadside breakdowns and 
expensive repairs. 

Warning light marked “Oil.” This 
instrument tells you whether or not 
the oil in your engine is reaching the 
places that need lubrication. It should 
light up when you turn on your igni- 
tion key but go out when you start 
your engine. If it lights when the en- 
gine is running, shut the engine off 
immediately, for it is not being lubri- 
cated and will burn itself out in a few 
minutes. 

This oil warning light does not tell 
you how much oil you have in your 
engine, nor when to add more. The 
dipstick at the side of your engine tells 
you that. Have the service station at- 
tendant check it each time you buy 
gas. The warning light on your instru- 
ment panel won't tell you anything 
about the amount of oil in the engine 
until it’s almost gone; then it could be 
too late. 
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The ’59 Ford engine cleans its own 
oil by pumping it through a full-flow 
filter as you drive. This filter is so effi- 
cient that you need to have the oil 
changed only every 4000 miles, if the 
filtering element is changed at the 
same time. You should also have the 
oil breather cap—the cap which fits 
over the oil pipe through which the 
engine is refilled—washed in kerosene 
and re-oiled each time the engine oil is 
changed. The copper gauze in the cap 
filters the air drawn into the engine’s 
crankcase, keeps dirt out. 

Warning light marked “Gen.” 
When your ignition key is turned on 
but your engine not running, or when 
your engine is running at very low 
speed, this light will show red without 
meaning anything is wrong. But if it 
shows red at any driving speeds it indi- 
cates that for some reason your car’s 
generator (which generates electricity ) 
is not recharging the battery which 
furnishes the power for your lights, 
starter, radio and other electrical parts 
of your car. Soon, in a few hours or a 
day or two, the battery will “go dead”; 
and your lights and starter will fail 
and your engine may stall. So your 
“Gen” warning light means this: if 
it comes on and stays on while you are 
driving, head promptly for a service 
shop. 

Gauge marked “Fuel.” This gauge 
tells you nothing about your engine; 
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it merely tells you how much gasoline 
you have in your fuel tank. When your 
car is working properly this gas is 
pumped through a small copper pipe 
to the engine’s carburetor. In the car- 
buretor it is mixed with air to form a 
highly explosive vapor, which is then 
sucked into the engine and exploded 
to power the car. If your fuel pump 
wears out, or the gas line or carburetor 
clogs as they sometimes do, no gas will 
reach the engine. But the gas gauge 
will not tell you this. It merely tells 
how much is in the tank. 

Gauge marked “Temp” What does 
it mean? This: The gasoline burned in 
your engine generates a great amount 
of heat. Your engine converts some of 
this heat into power, but not all. Un- 
less this excess heat is gotten rid of the 
engine gets so hot that it cannot run. 
So, to carry off the excess heat, water 
is circulated through the engine to the 
radiator and back to the engine again. 
What the “Temp” gauge on your in- 
strument panel does is to record the 
temperature of this cooling water. If 
the needle of the gauge swings far into 
the “H” zone, it means your engine ts 
running dangerously hot and may soon 
quit. Stop and investigate. The usual 
cause of overheating is that some of the 
water or anti-freeze in your radiator 
has evaporated, or leaked out through a 
broken radiator or heater hose. What- 
ever the trouble is, don’t drive on until 
it has been corrected. You may ruin the 
engine. 

That’s what your instruments tell 
you—how your engine is doing. Good 
drivers prevent breakdowns and save 
money by keeping an eye on them. 


* * * 
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Should Yours 


|" your wife “‘remembers”’ a club 

meeting on the morning you 
planned to drive to work . . . if your 
oldest son always seems to have his 
hand out for the car keys . . . if your car 
always seems to be full of garden sup- 
plies — your family needs more trans. 
portation! 

The cost? Not too much, considering 
the excellent used cars available today. 
If you’re thinking of buying a new car, 
it might well pay you to assign second- 
car duty to your old car instead of trad- 
ing it in. 

Typically, an additional car becomes 
a paying proposition when one of these 
three circumstances arise: 

When the family moves from the 
city to the country and the homemaker 
suddenly finds herself needing a car all 
day, every day, to connect home, school, 
shops, church and friends. 

When a husband’s change of job re. 
quires that he drive to work or drive as 
part of the job, leaving his wife with 
no way to get around. 

When teen-agers reach driving age, 
and a car becomes a major social asset. 

Sharing of one car among two or 
more drivers will work as long as their 
needs don’t conflict. It doesn’t work at 
all when such conflicts pop up daily. 
Then the problem boils down to what 
kind of second car. 

How old should your second car be? 
This should be governed by the amount 
of use you think it will get. If you 
know your second car will be lightly 
driven, if it’s mainly for your young- 
ster, or if you want to try the second- 
car idea for a few months, buy an older 
model that you can resell for close to its 
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Become a Two-Car Family? 


And How Old a Car Should 
You Buy, and What Style ? 


purchase price. If duty over long dis- 
tances is expected, a later model will 
pay off in reliability and mileage. 
When should you buy a new car and 
let the old car step down to the role of 
“second”? First, look carefully at the 
condition of your present car (see 
“When it’s Smarter to Trade,” page 
167). If you find it is so far along in 
years and miles as to become a constant 
repair problem, you may be better off 
to trade it in on a new car. On the 
other hand if your car is still in good 
shape — if tires have plenty of tread, 
the engine starts quickly, it looks nice 
both inside and out — it may make an 
ideal second car, particularly if it’s to 
be used for light driving to the store, 
toschool and around the neighborhood. 
What style of second car should you 
get? Here are some suggestions: 
Convertible. Fine for the young, or 
fora wife who runs her errands around 
town. If you own a sedan or station 
wagon, an open car will be a welcome 
change. But the “soft top” is not so 
good for a to-and-from-the-station car 
exposed to constant weathering all day. 
Think twice if you don’t have a two- 
car garage to protect it. 
Hardtop or family sedan. These 
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models are fine for small families, com- 
muters, businessmen, and your best bet 
if you don’t need a station wagon or 
if you already own a convertible. Usu- 
ally offer top values when bought used. 

Station wagon. Essential for the 
owner of a small retail or service busi- 
ness and for the family with a summer 
place. Perfect, too, if you’re a do-it-your- 
selfer, gardener, sportsman or head of a 
large family. Used wagons are gener- 
ally priced higher than other styles of 
the same make and year, but they hold 
their investment well. They’re an excel- 
lent buy for cargo space alone if your 
“good” car is a convertible or high-style 
hardtop. 

Economy six sedan. For the same 
money you'd pay for any other car type, 
you can buy a “fleet” car (no equipment 
except a heater) that’s one or two years 
newer. Best bet for commuters or hard 
use. Six-cylinder engine is easy on gas. 

A final thought: If your present car 
is a high-priced model in good resale 
condition, you can trade it in on two 
new Fords. The cash required might 
be very little more than for replacing 
the luxury car. That way, everyone en- 
joys the best, yet you have two cars 
instead of one. 
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When It’s Smarter to Trade 


Steps in working out the best trading cycle for yourself 


] HEN does a car get “old enough” to 
\\ trade? Obviously the “best” time 
occurs when you can benefit by trade- 
in value, avoid high maintenance costs, 
ensure reliable transportation and put 
yourself in the best car you can afford. 

Taxicab and rental-fleet companies, 
who keep accurate records and have 
calculated this “best” to a fine point, 
trade every year—but they drive a car 
100,000 miles a year. Most salesmen 
trade every second year. Their mileage 
is lower than that of the cabs, repair 
costs haven’t yet become burdensome 
and trade-in values are still good. 

Among the general public, more peo- 
ple trade in cars of the low-price class 
at two years and three years of age than 
at any other time. More than half of all 
trades occur before four years. The 
average is 27 months. 

Good, sound reasoning dictates this. 
One morning a tire goes flat. The re- 
pairman inspects the other tires. He finds 
cuts, bruises, treads getting smooth. 
Well, the owner can buy $80 worth of 
tires. 

Next, one day, the car stalls—fuel 
pump diaphragm worn out. The tow- 
car comes; and, the man says, there’s 
a dead cell in the battery too. A couple 
of dents need some touching up. 
Chances are, at this point, the speed- 
ometer shows more than 20,000 miles. 
The car is two years old in style. Its 
fine edge is gone. 

The owner does a little figuring. 
Tires, battery, muffler, brake linings, 
major engine tune-up, body and paint 





work — in short, fixing the old car 
will cost as much as two and a half 
months of payments on a new car. He 
can own the new car for about the same 
monthly instalments he’s been paying 
right along. He’s smart. He trades. 

To work out the best trading cycle 
for yourself, first estimate the trade-in 
value of your car as of today. Have 
your dealer appraise it or look at news- 
paper ads for comparable models. Next, 
look at the ads for cars of the same 
make but one year older than yours. 
This will give you an idea of what your 
car will be worth a year from now. 

Now look at the speedometer, and 
be quite candid with yourself about 
your car’s condition. Up to 20,000 miles 
(about two years in average family 
use), you normally have only minor 
maintenance to worry about. But ex- 
perience shows that in the third year, 
you can expect to lay out $180 to $250 
for tires and repairs. 

If you decide to buy those tires and 
repairs, you will then have to drive 
another 20,000 miles or so to get your 
money’s worth out of them. By that 
time the car will be a year or two years 
older, worth still less in resale value. 

On the other hand, if you trade the 
car today, you not only skip this main- 
tenance outlay but save the deprecia- 
tion. These together may offset the 
depreciation cost of having a new car. 

Figure it out. Maybe you can drive 
a relatively new car, instead of an ag- 
ing one, without increasing your oper- 
ating cost per year. 
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How to Stay 
Awake on 
Super- 
highways 


They’re safe, fast and fun 
uf you prepare your car— 
and you rself 


( ge) two long holiday week- 


_/7ends during 1958, the nation’s 
network of toll roads handled about 
nine million vehicles which rolled up 
350 million travel miles. In all this 
gigantic traffic there were only three 
fatal accidents—an amazing safety 
record. Two were caused by worn, de- 
fective tires; the third by a driver reck- 
lessly passing a line of cars on their 
right. 

The new expressways have proven 
themselves six or seven times safer than 
ordinary highways. But you do have to 
know how to drive them. 

Here, based on the advice of turn- 
pike authorities and the experience of 
long-distance travelers, are the main 
points to consider: 

Take no chances with damaged or 
underinflated tires and correct any 
faults in wheel alignment and steering, 
which will be magnified at high speed. 
Check your brakes, too, of course. 
Though you may not have to stop 
more than two or three times on a 
turnpike, one panic stop at 70 will be 
the equivalent of many miles of ordi- 
nary brake wear. If your motor vi- 
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Interchanges show principle of keeping 
main road free of interfering traffic: 


brates, rumbles, overheats, smells of 
fumes, it needs a tune-up and perhaps 
other repair. A new Ford, with its 
modern high-compression engine, ball- 
joint suspension, flared frame and low 
center of gravity will handle any rea- 
sonable speed. But consider its top 
speed only as built-in reserve, enabling 
you to cruise comfortably at the 60- to 
70-mile legal limits and still get around 
a truck fast if you have to. 

After checking your car, next check 
your own driving routines. Simple and 
obvious as it sounds, the use of speed 
takes a bit of understanding. The most 
dangerous speed on a turnpike is zero 
—standing still in a traveled lane. The 
next most dangerous is whatever the 
speedometer reads when you’re follow- 
ing another car too closely. Most acci- 
dents take place under 50 m.p.h.—not 
because of speed but because of bad 
judgment. 

Upon entering the turnpike, don’t 
dawdle. Get up to the speed of the 
other traffic quickly. On leaving the 
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New Car Facts 


turnpike, you decelerate in a special 
exit lane, but watch the speedometer. 
Because you’ve grown accustomed to 
higher speed, 45 m.p.h. will feel like a 
crawl. But that can be much too fast. 

How fast is the traffic? If you drive 
yery much faster, or very much slower, 
you are out of step. Avoid creating pos- 
sible conflicts; blend into the general 
flow. And just don’t stop or back up on 
a turnpike lane, any more than you'd 
park on a railroad track. 

If you must stop, say, for a flat tire, 
quickly maneuver to the shoulder of 
the road while signaling all cars behind 
you. To seek help, drape a handker- 
chief over the driver’s window or lift 
the hood. Cruising police or service 
cars, on the lookout for such mishaps, 
will stop to assist you. 

Maneuvers such as passing need a 
special technique. Consciously take 
these separate steps: (1) check for cars 
behind you, (2) swing into the left 
lane when clear, well behind the car 
you're passing, (3) overtake, (4) toot 
the horn or flash the headlights to pass, 
(5) get well ahead, (6) swing back 
into the right lane. 

Never “pace” a car alongside yours; 
either pass quickly or drop behind. If 
you ride the left lane, you are expected 
to pull to the right promptly when 
overtaken. Don’t force anyone to pass 
on the right. 

Drowsy drivers are recognized today 
as a definite turnpike hazard. Because 
the superhighway is so easy on the 
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driver, he may not realize he’s getting 
tired. It’s advisable to stop once or 
twice in each 100 miles at the places 
provided. Set no pointless objectives 
such as “off the turnpike by nightfall.” 
Halt for the day when tired; sleep when 
you're sleepy. Another 50 miles may be 
just a little too much. You'll find motels 
and tourist’s inns clustered around the 
interchanges. 

Another tip: Eat well but lightly, 
and stick to plain, low-calorie foods 
that furnish energy without any over- 
stuffed loginess. Fresh fruit is ideal. 
And, of course, coffee—traditional 
antidote for sleep. At each stop get a 
little exercise; at least walk around the 
car. 

Highway hypnosis comes from star- 
ing straight ahead and sitting motion- 
less, lulled into indifference by the purr 
of the engine and the endless sweep of 
the road. Little physical and psycho- 
logical stunts help to snap you out of it 
while driving. Relax your eyes, for in- 
stance; shift your gaze from side to 
side to scan the entire road. Change 
your seat position from time to time 
(the four-way seat, either powered or 
manual, is a great boon here). Or sit 
on something hard; it will remind you 
where you are. So will your right foot 
if you remove the shoe! Many profes- 
sional drivers chew gum. 

All these precautions minimize fa- 
tigue and drowsiness. You can punch 
your radio button, get a clear station 
and enjoy the miles rolling by. 
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UTOMATIC transmission is no longer 
A a luxury or a novelty. 

When the first commercially success- 
ful automatic shift, Hydramatic, ap- 
peared in 1940 many were the cries of 
doom. Critics said “anybody who can’t 
shift gears has no business driving a 
car.” But today, over 94 percent of all 
medium- and higher-priced cars in- 
clude automatics as standard equip- 
ment: the “straight stick,” if available 
at all, can be had only on special order. 
Among cars of the Ford price class, 
over 70 percent sold in recent years 
have been equipped with automatics. 
The dwindling minority that sticks 
to the “stick” may have been justified 15 
years ago. In some early automatics en- 
gines tended to stay “wound up” until 
inertia had been overcome and cruis- 
ing speeds were reached. Gas economy 
suffered, especially in city traffic. New 
drivers didn’t mind, but old hands felt 
they could select better shift-points 
than the automatics could. 

Today, they would have difficulty 
proving it. Take economy, for instance. 
Over the years the power loss in the 
fluid coupling has been dramatically 
reduced. Getaway is not only smooth 
but fast. Better matching of transmis- 
sion with engine and chassis saves 
fuel at cruising speed. For example, a 
Ford with Cruise-O-Matic Drive has 
a low rear-axle ratio (2.91 or 2.69 to 1) 
which results in built-in Overdrive 
economy. 
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FAREWELL TO HANDSHIFT 


How most drivers have found many advantages in automatic transmission 


Over-all operating economy now 
comes very close to that in gear shift- 
ing by expert drivers. For average 
drivers, the difference is practically nil. 
In some conditions, such as mountain 
driving, where gearing must be con- 
stantly adjusted to curves and grades, 
automatic transmission does a more 
efficient job. 

Another economy factor is the sharp 
reduction in wear of the car’s entire 
drive line. You hear of clutches being 
replaced, but rarely of replaced auto- 
matics. Taxi fleets have found Fordo- 
matic outlasts five or six clutches. 

Can the automatic really excel in 
“brain power” —the big question for 
the fancier of lively cars? The Thun- 
derbird is one such high-performance 
car, yet because of public demand, this 
year’s big new T-bird engine is exclu- 
sively automatic. The ever-changing 
shift patterns, the sense of timing, rival 
Indianapolis’ best. 

Besides economy and performance, 
today’s automatic makes driving safer 
for one simple reason: It relieves the 
driver of the cumbersome details of 
shifting gears and pumping the clutch 
while handling the wheel. He gives all 
his attention to traffic while a slight 
motion of his right foot does the rest. 
For a sudden burst of power, he need 
only “kick down” (jab the accelerator 
to the floor). In passing a truck, he will 
be halfway around while the straight 
stick driver is still shifting gears! 
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On slippery pavement, fluid cou- 
plings are much easier to handle than 
mechanical gears. Unquestionably, auto- 
matic transmissions made it possible 
for millions to learn to drive. Without 
it, many women would be pedestrians. 

For these reasons, the automatic 
transmission is rapidly becoming the 
first asset a buyer looks for in apprais- 
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ing a used car. He knows that there’s 
no clutch to wear, no gears to grind. 
The drive line hasn’t been punished. 
The first cost of a Fordomatic trans- 
mission is about $190 more than for 
manual gears. After three years’ use it’s 
still worth an extra $100 on the used 
car lot. So you pay but $30 a year for 
convenience, safety and repair savings. 


When to Change Oil 


oME drivers change oil every 1000 
miles. Others boast they “never” 
change — instead add new oil to the 
old. All have the same objective — sav- 
ing money. 

Which way is right? Much depends 
on the kind of driving and the car’s 
destgn. But for the typical owner, good 
oil management takes a middle course. 
You can have safety with savings by 
recognizing three facts: 

1. Engines can’t survive five minutes 
without constant lubrication of moving 
parts. The heat and friction would 
quickly burn out a bearing, for example. 

2. Continued driving with poor lu- 
brication will gradually bring the same 
result. An oil change costs about $3; a 
new engine installation, about $300. 

3. Recent 2500-mile tests show six 
times more engine wear with dirty 
than with clean oil. Oil “wears” out so 


slowly, if at all, that under ideal con- 
ditions it can give good service for a 
long time. But conditions are seldom 
ideal. The oil keeps picking up con- 
taminants that cause trouble — dirt, 
metal particles, water, gasoline, corro- 
sive acids. 

Every Ford engine has a full-flow 
filter, standard at no extra cost, that 
cleans every drop of oil before it circu- 
lates in the engine. Over the past few 
years full-flow filtering has proven so 
effective that today Ford recommends 
an oil change every 4000 miles only. 

This schedule is recommended for 
average conditions. In cold weather, in 
very dusty areas or with continued slow 
driving, you need more frequent 
changes. Otherwise, with a Ford, 
change every 4000 miles and eliminate, 
safely, three of those 1000-mile changes, 
at $3 each. 
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r-yruHE phenomenal popularity of the 
| station wagon is the automotive 
success story of this decade. Approxi- 
mately one car in every six produced 
today is a wagon, and with Ford — the 
world’s leading station wagon manu- 
facturer — it’s one in five. Sales have 
increased six times over since 1952. 
Years ago station wagons handled like 
buses, rode like trucks. They bounced, 
rattled, leaked and squeaked. Today 
you can rest assured that such defects 
are a thing of the past. The 1959 Ford 
wagon, from front grill to the driver’s 
seat, is identical with a sedan in all 
important respects. 
The straight roof is made rigid by 
a side-to-side stiffening rib and five 
steel cross supports. The rear opening 
is clear at sides, top and bottom for 
convenient loading. Assist springs and 
balances enable you to open both the 
liftgate and tailgate with one hand. 
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Wonderful World of Station 


When you buy this new kind of family car 


you may even get yourself a free vacation 


The second seat locks positively in 
position as if permanently installed, is 
as well padded as a sedan seat and just 
as comfortable (try it). When folded 
down it levels flush with the rear deck. 

Sacrificing nothing in the way of 
sedan convenience, the station wagon 
buyer gets two cars in one package for 
12 to 15 percent more than he’d pay 
for one sedan of equal style. He enters 
a new world of “station wagon living.” 

The wagon has created a new kind 
of vacation—the family camping or wil- 
derness vacation with all the comforts 
of home. The station wagon easily car- 
ries the entire family and all its stufl— 
not just clothes and fishing rods but a 
complete outfit for outdoor housekeep- 
ing. It is the land yacht of the high- 
way, sleeping four. 

Most wondrous of all, a station 
wagon vacation earns its own way. 
Here’s how: You need a station wagon 
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AUTO FINANCING 


Wagon Living 


and camping equipment. Compare the 
cost, however, with the car you were 
going to buy anyway, plus the cost of 
putting up a family at vacation resorts. 
On this vacation, by cooking your own 
food, you spend no more than at home. 
You can sleep in the car en route, sav- 
ing motel or hotel charges, and live at 
state and national park camp sites for a 
fee that rarely exceeds $1 a day. 

Air mattresses spread on the flat deck 
provide comfortable bedding for two 
adults in sleeping bags. A small child 
can sleep on the front seat. You can also 
get a “boot,” or tentlike cover, for the 
rear opening when tailgate and liftgate 
are open. This lengthens the car so that 
a second child may sleep crosswise be- 
hind the front seat. There is even a 
double-deck setup that sleeps six. 
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For cooking, the experts recommend 
a two-burner stove, fueled by gasoline, 
solid alcohol or bottled gas. Set it up 
on its own stand or on the station 
wagon tailgate, with a cabinet for uten- 
sils that creates a miniature kitchenette. 

The car’s electric system can be 
plugged in for many interesting pur- 
poses: an electric shaver, a coffee maker 
that also warms the baby’s bottle, extra 
lights or a small motor blower for in- 
flating mattresses. 

For the most authoritative equip- 
ment list ever published, including 
prices, sources, and results of field tests, 
see “The Ford Treasury of Station 
Wagon Living,” which you'll find avail- 
able through leading book stores. And 
welcome to the gypsy life of the Amer- 
ican station wagon set! 


GASOLINE: Regular or Premium? 


ost people figure that the “higher” 

something is the better it must be. 
In the case of gasoline, a high octane 
rating measures anti-knock quality. 
But don’t confuse “high octane” with 
“high test” which means volatile 
enough to start a car on a cold morn- 
ing. Today all brand name gasolines 
are high test. Only premium gasolines 
are “high octane.” 

An engine knocks when the fuel-air 
mixture in a cylinder burns too rapidly. 
High octane gas burns slower and so 
counteracts this tendency. It costs more 
because it is derived from a smaller 
fracz’) = _- - ude il, requires more re- 
fining, often contains useful additives. 
But the right gasoline for your car is 
the grade that matches its engine — 
some jet planes even use kerosene! 


41063 O—59——50 


High compression engines were de- 
signed to take advantage of improved 
premium gasoline. With a smaller com- 
bustion chamber and higher pressures 
such engines extract more energy from 
the fuel. They definitely gain in power 
by using premium gas. 

On the other hand, if your engine 
is designed and set to use regular gas, 
you can get full economy and perform- 
ance with this lower cost grade. You'll 
gain nothing by using the higher- 
priced premium grade. 

Ford specifies regular gasoline in 
standard Ford engines. This represents 
an important fuel economy. You may 
save $1 every time you fill a 20-gallon 
tank. That’s the equivalent of three ex- 
tra gallons, which could mean over 50 
extra miles of driving every tankful. 
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Equipping your car as you really like it pays off in dollars and cents 


Optional Equipment 


Viewed as an Investment 


ONTEMPLATING a new car in the 

dealer’s showroom, one is struck 
by the number of powered accessories 
—power steering, power brakes and 
such—which can be added to the basic 
automobile. 

All of them have been spectacularly 
popular, with reason: The desire for 
them is no different from the desire 
for central heating and inside plumb- 
ing in houses. They all add to the con- 
venience, comfort, driving ease and 
safety of driver and passengers. 

But in dollars and cents these driv- 
ing conveniences are no luxury. Your 
investment in them comes back to you 
when you trade. Look at the figures. 

Here, for example, is a Ford car pur- 
chased three years ago with power 
steering. For this added advantage its 
owner paid $69. Today, the standard 


indexes of used car value show that 
this three-year-old Ford is worth $40 
more than other models of the same 
age because it has power steering. In 
other words, the original owner got 
$40 of his $69 investment back in 
higher trading value three years later. 
In effect, he paid only the difference, 
$29—or only about 80 cents a month. 

The same principle applies to other 
optional equipment available on the 
59 Ford. The original difference in 
cost shrinks by 40 to 100 percent at 
trade-in time. Some items, such as the 
radio and fresh-air heater, have be- 
come so customary that few used-car 
buyers consider an automobile com- 
plete without them. They will accept 
the “stripped” model only at a rock- 
bottom bargain price, or sometimes 
they won’t accept it at all. 


HOW TO FIGURE THE REAL COST 
OF EQUIPPING YOUR CAR 


1. Study your driving needs for benefits 
that modern equipment can give you. 


2. Select and list the accessories that 
best serve this purpose. 


3. Add up the total price. 


4. Deduct probable resale value from 


chart at right. This is your real cost during 
the period you drive the car. 


Resale value chart from current used car 
lists of average prices: 
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Cost Added 
3 Years Value Net 
Ago Today Cost 
Fordomatic $178 $100 $ 78 
Overdrive 110 45 65 
Power steering 69 40 2 
Power brakes 38 25 13 
Power seat 60 30 30 
V-8 engine (over 6 cyl.) 101 100 1 
Air conditioning (jess 
cost of heater) 325 220 105 





priced; a 
choice of 


Signal-Se 
cally in e 
for local 
distant s 


Recirculs 


cost unit 


MagicAir 
Ventilatc 
New “m, 
design c 


| mix of < 


It delive 
stantly! 

fresh ou 
constant 


PolarAire 
at surpri 
trols cat 
only)... 


SelectAi 
frigerate 
and def 
trol over 
satile ur 
petitors 


Fordomz 
automat 
parts. Pi 
budget, 





wo OO 


10 
1 


5 





AUTO FINANCING LEGISLATION 


J Transistor powered 
yet moderately 

priced; automatic push buttons give you a 
choice of five pre-selected stations. . $58.50 


Signal-Seek Radio: Finds stations automati- 
cally in either direction on dial. Town button 
for local stations; country button for more 
distant signals. Transistor powered . $82.80 


Recirculating Heater and Defroster: A low- 
cost unit that’s priced at a mere. . . $48.10 


MagicAire Heater- 
Ventilator-Defroster: 


New “‘magic-blend”’ 
design controls the 
mix of air rather than the source of heat. 
It delivers any temperature you want— in- 
stantly! And you get a blend of inside and 
fresh outside air... air temperatures stay 
Pe te $74.50 


PolarAire Conditioner: Brings cool comfort 
at surprisingly low cost. ‘‘On-off’’ clutch con- 
trols car temperature automatically. (V-8's 
DCC 66ebeeccce des bibnke ds $270.90 


SelectAire Conditioner: Gives you faster re- 
frigerated cooling, plus ventilating, heating 
and defrosting. You have year-round con- 
trol over the climate in your car, yet this ver- 
satile unit is priced well below major com- 
petitors at just (V-8’s only)...... $403.80 


Fordomatic Drive: This all-new, simplified 
automatic transmission has nearly 44 fewer 
parts. Priced within nearly every car buyer’s 
budget, upkeep costs are low, too. $189.60 
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Cruise-O-Matic Drive: The ultimate in ‘‘auto- 
matics” with two driving ranges: ‘“‘D1"’ for 
maximum performance under normal driv- 
ing conditions: ‘‘D2’’ for sure easy starts on 
slippery pavement; plus “‘L’’ for downhill 
braking or reserve pulling power. Available 
WHEDON Ws 5 ve ce cae eee cet $230.80 


Overdrive: Saves on gas while it saves your 
engine. Automatic 4th gear lets your engine 
loaf at 35 mph while you are doing 50 mph. 
Saves up to 15% on your gasoline bills. 
$108.40 


Equa-Lock Differential: Lets engine turn 
both wheels at the same speed regardless of 
footing. You get better traction for pulling 
out of snow, ice or mud. Safe and quiet. 
$38.60 





Master-Guide Power Steering: Further im- 
proved to cut your parking effort up to 85% 
while letting you keep the “‘feel of the road.” 

$75.30 


Swift Sure Power Brakes: With low pedal po- 
sition, these are brakes you'll love to touch. 
Stopping takes up to ¥4 less effort; driving 
Sd ee $43.20 


Power-Lift Windows: 
Just a touch of your 
finger on the central 
control buttons and 
you control every 
window in the car! 
Also there is a button 
under each window 
for individual passen- 
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Power Front Seat: 

The last word in com- 
fort and luxury! With 
the tip of your finger 
you move the seat 
forward, backward, up 
or down. Because it 
helps reduce driving fatigue on long trips, it 
helps reduce accidents, too....... $63.80 


Aquamatic Windshield Washer-Wiper: Twin 
jets of water are controlled by a touch of 
your toe. Wipers operate automatically at 
SONS ws ee esa ce bat $13.70 


I-Rest Tinted Safety Glass: Protects your 
eyes from sun glare on all sides; at the same 
time helps keep your car much cooler inside 
DTS 6 cach ewes < . weet $37.90 


Electric Clock: Has spe- 
cial mechanism for auto- 
matically correcting time 
gain or lag when hands 
are set (standard on Fair- 
lane 500 & Galaxie) 
$14.60 





Padded instrument panel and sun visors: 
Both of these safety accessories are fully 
cushioned with super shock-absorbing ma- 
terial. Modestly priced at......... $19.20 


Front Seat Belts: Designed to hold you safely 
and securely in your seat in event of colli- 
sion. Meet all Civil Aeronautics Authority 
standards. Feature quick-disconnect fittings 
for easy removal............... $20.60 


Sun Ray Wheel Covers: These bright metal 
covers make your whole car sparkle. They 
feature a curved radial design around a 
cone-shaped center 
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145-hp Mileage Maker Six: The only modern 
Six in the industry—up to 20 miles-per. 
gallon on regular gas. Standard engine for 
all models except Skyliner and Thunderbird, 

STANDARD 


200-hp Thunderbird V-8: The ‘economy’ 
V-8 designed to give top performance with 
regular gas. Standard in Skyliner; available 
on all others except Thunderbird at $118.00 


225-hp Thunderbird Special V-8: A really 
efficient V-8 designed primarily for situa- 
tions requiring extra power. Especially rec. 
ommended for all Station Wagons. Not avail- 
able with Overdrive or Manual transmissions 
nor on Thunderbird . . .$23.20 on Skyliner; 

other models — $141.20 


300-hp Thunderbird Special V-8: Probably 
the best balance between really high per. 
formance and gas nursing economy yet 
achieved in engine design. It’s the “‘perform- 
ance” engine that can give every car in the 
Ford line even more Thunderbird dash. 
Standard on Thunderbird. Available on all 
other models. $48.90 on Skyliner 
ot aie... RR crn ae $166.90 





350-hp Thunderbird Special V-8: One of the 
biggest engines in the industry; assures su- 
perior performance for ultra-safe passing; 
available only on Thunderbird with Cruise- 
O-Matic Drive 
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Some business-like ways of handling your auto financing 


The Truth About 
Monthly Payments 


ECAUSE consumer credit is such a 
B new force in our economy, some 
people still look upon it with vague 
suspicion. Is it “right” to buy a house 
or car or washing machine without 
being able to pay cash on the barrel- 
head? Is it “prudent” to promise pay- 
ments out of income for two years, or 
three, or 20 years in advance? 

Well, if it weren’t both “right” and 
“prudent,” practically every business 
and factory in America would grind 
toa halt by tomorrow afternoon. Most 
all commercial enterprises are financed 
on borrowed money. Credit for con- 
sumer purchases merely extends this 
time-honored business privilege to the 
average citizen. 

When you buy a car on instalments, 
you borrow money to pay the dealer, 
pledging the car itself as collateral, or 
security, for your ability to pay. You 
enjoy possession as long as you meet 
the payments. It’s like mortgaging a 
house. 

The average monthly payment for 
automobiles in America today is $86.80 
per month, ranging in term from 12 
to 36 months. Hard users of automo- 
biles, such as a taxi fleet, will pay up- 
ward of $150 a month for a new car 
and trade it after only 12 months. The 


| average driver runs up smaller mile- 


ages. Even after three years his car 
retains plenty of unconsumed trans- 


| portation. This is the decisive factor in 





the 36-month term now generally 
granted. 

Part of each monthly payment pays 
off on the loan; the rest is the cost of 
borrowing money. You'll pay less in 
financing charges on a short-term loan. 
This is true both because you pay in- 
terest over a shorter period and because 
you represent a smaller risk to the 
lender. 

It’s really quite simple. The bigger 
risk the lender must run, the more you 
must expect to pay for the borrowed 
money. And vice versa. Here are some 
analogies: 

If you have a savings account, one 
of the cheapest ways to borrow money 
is on your passbook. The bank runs no 
risk at all; it already has your money on 
deposit. So it can afford to charge you a 
low rate of interest, and furthermore 
will pay you interest on the deposit so 
long as it remains there. 

In financing a car, the property is 
movable and consumable: the lender 
has no way of controlling its condition. 
That’s entirely in the hands of you, the 
owner. There is an added element of 
risk, therefore a higher interest rate. 
The lender will also insist on insurance. 

Other factors also influence your posi- 
tion as a risk. The higher and more 
stable your income, the better your 
“credit record,” the smaller the loan 
you ask for in relation to the value of 
the car, and the kind of care you have 
been known to take of your cars in the 
past—all these bear on you as a risk, 
and hence on the interest rate. They 
are factors you can control. 

Now, how can you balance all these 
factors to your own best advantage? 
First, make the largest down payment 
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you can afford. The appraised value of 
your old car, when you trade it in on 
a new one, becomes part of the down 
payment. If you have spare cash, add 
as much as possible. If you have other 
sources of low-cost credit (such as a 
savings bank passbook), use them to 
pay cash. 

Second, study your driving habits. 
If you “burn up” a car in a year or two 
by hard and constant driving, you are 
well advised to accept the same period 
for financing. Choose the one-year or 
two-year term rather than the three- 
year plan. A large down payment will 
help bring the monthly instalment 
within your means. 

If you drive only the average 8000 
to 10,000 miles a year, or less, three 
years to pay fits the case perfectly well. 


Tips To Save Tires 


UBELEss tires, standard on all Ford 
eae: have eliminated about 75 per- 
cent of our flats. For this reason, many 
drivers are now paying little attention 
to their tires and so running into other 
tire troubles. Five of the most common: 

1. Excessive wear in the center of the 
tread—tires are overinflated (too hard). 

2. Excessive wear around outer edges 
— tires too soft. 

3. Individual treads worn one-sidedly 
— wheels need realigning. 
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New Car Facts 


The smaller monthly payment is just). 
fied for your convenience and by the 
fact that your car will still be in good 
resale condition when you've paid up. 
Also, that part of the monthly payment 
which is interest is tax deductible, 

Of course, if you have the cash and 
can pay for the car in full, you will 
save money in interest. On the other 
hand, you will sacrifice the earning 
power of that fund in other ways (bond 
interest, dividends, or business invest. 
ment). 

To sum up, if your credit is good, 
use it to lower the cost of borrowing to 
buy a car. Do not hesitate to use credit 
to buy what you need that can be eov- 
ered over a period of time by your 
regular income. Credit-buying keeps 
the wheels of industry turning. 


Tires get hot during a high-speed drive, 
giving a false, too-high reading. Don't 
let the air out, but on a very hot road 
slow down. 

Follow the poundages recommended 
in your owner’s manual. If you habitu. 
ally carry a full load, you can add two 
to four pounds. But adding air witha 
light load means a harsher ride, doesn’t 
help your tires and wears out yout 
shock absorbers. 

Don’t ride unnecessarily on a pune- 
ture—just far enough to reach a place 
to change. 


4. Excessive wear on one side of the / Cross-switch the tires every 6000 


whole tread — another alignment job. 
5. Cuplike depressions on one side of 
the tread—wheels need balancing. 
Catch these symptoms early and you 
put off tire replacement for many thou- 
sands of miles. 
Also, check tire inflation before start- 
ing on a trip—when the rubber is cool. 
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miles—it evens out differences in wear. 
If you work your spare in this rotation 
you will lengthen the set’s life about 
20 percent. 
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How to Save Money on Your Next Car 


Auctions show you can save 200 
to 500 dollars by preserving the 


trade-in value of your present car 


LMOST every time an auto sales- 
, man answers the phone, some- 
one asks the price of a new car, then 
adds, “By the way, how much will you 
give me on my ’52 Buick Special?” 
Callers often get miffed when this 
straight question doesn’t receive a 
straight answer. 

This trade-in value is vital to you 
because it is the biggest single factor 
in determining how much you pay for 
your next new car. Yet no dealer can 
quote a trade-in allowance sight unseen. 

At a recent Chicago dealers’ auction, 
for example, there was a price spread of 
$335 among four ostensibly identical 
models of one of the 1956 “big three” 
hardtops. A Virginia auction turned up 
four 56 Ford Custom Tudor sedans; 
the best one fetched $325 more than the 
poorest. On high-priced cars the differ- 
ence on “identical” models can easily 
run up to $1000. 

The dealer who appraises your car 
will gladly allow more for a car that is 
exceptionally clean, that starts and runs 
smoothly, that obviously shows good 
care. He runs little risk of expensive 
reconditioning. In effect he is willing 
to pay you more of a premium for a 
clean car than any extra money you 
spent in maintaining it that way. 

The surest way to save money on your 
next new car, then, is to preserve the 
value of your present car. Good appear- 
ance counts as much as good mechan- 





ical condition. Some maintenance tips: 

On some cars, other than Fords, a 
good waxing every four to six months 
helps to preserve the finish. Ford baked 
enamel usually needs nothing more 
than a cold-water wash every week or 
two. Pay extra attention to the areas 
underneath doors, the joint of door and 
fenders, seams around the trunk lid, 
and the roof drain channels. These are 
your car’s most rust-prone spots. Don’t 
neglect chrome parts when waxing. 

Repair minor dents and scratches 
promptly. Should rust spots appear, the 
small cost of a quick touch-up will 
more than pay for itself at trade-in 
time. If you live in snow country, have 
your car’s underside cleaned each 
spring to remove road salt. 

Seat covers are a wise buy. For an 
older car, an inexpensive patterned set 
adds color and attractiveness. If heavy 
use is anticipated for your new car, 
have it delivered with seat covers. Clear, 
colorless ones let you enjoy the bright 
hues of today’s upholstery. These can 
be discarded right before you trade in. 

Inexpensive rubber floor mats are a 
good idea, especially in front of the 
driver’s seat, to prevent wear of the 
carpeting. Those with a waffle-weave 
pattern catch and hold dirt, mud and 
pebbles, keep them from grinding into 
the carpet underfoot. 

The best way to keep your car in top 
mechanical shape is to follow the rec- 
ommendations for lubrication in your 
owners’ manual. This simple, common- 
sense maintenance can easily save you 
hundreds of dollars on your next new 
car. 
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Research and crash 


- SS tests produced a 


safety plan that works 


Why Cars Are Safer Now 


V ost people find it startling that the 
| highway accident rate today is at 
one of the lowest points in history. 
Twenty-five years ago there was one 
fatality for each six million miles trav- 
eled. Now, with three times more cars 
registered, the rate is one fatality per 
16 million miles. 

And this rate is heading on down. 
Today, thanks to pioneering research 
at Cornell University and to resulting 
safer design of automobiles, your 
chances of surviving an accident can 
be just about double what they were 
only a few years ago. 

Cornell, using a $300,000 grant from 
the Ford Motor Company, developed 
the now-famous “package” theory. The 
automobile, the theory held, is a pack- 
age enclosing human beings. As such 
it can be designed to offer more protec- 
tion. Knobs, sharp edges and hard and 
protruding surfaces can be eliminated. 
And passengers can be secured so that 
they stop when the “package” stops. 

The Ford researchers conducted 
scores of crash tests with actual cars. 
Dummies, simulating human beings, 
occupied the seats. In addition Cornell 
analyzed crash data from hundreds of 
real accidents. All the tests and data 
substantiated the original package the- 


186 


ory, and a basic safety plan was evolved. 

In 1956 Ford became the first manu- 
facturer to adopt the results of the Cor- 
nell research, through its Lifeguard 
design of car bodies and frames with 
a complete “safety package” as optional 
equipment. Ford’s forward step won 
national acclaim. Many elements of the 
Ford design, offered to other manufac- 
turers, have found their way into most 
American cars built today. This safety 
package is the first successful effort at 


preventing or reducing injuries in auto | 


accidents. John O. Moore, director of 
the Cornell research program, says: 

“If the whole group of safety devices 
(developed at Ford )—seat belts, safety 
steering wheels, door locks and interior 
padding — were suddenly installed and 
used in all 60 million vehicles on the 
highway today, casualties would be cut 
by at least one third.” 

Here is what the safety package con- 
sists of, and some of the thinking be- 
hind each item: 

Safety seat belt: Long used in planes 
and race cars, seat belts keep passengers 
in their seats when a crash occurs. Us- 
ing a special sled, Col. John Stapp of 
the U.S. Air Force proved that people 
could withstand a sudden deceleration 
force of 3000 pounds—far more than 
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encountered in an auto crash—with 
few ill effects. Thus a car passenger, 
secured with a safety belt in a seat se- 
cured to the car frame, would not be 
injured nearly as much in a sudden 
stop as he would be if thrown out of 
his seat and against the car interior. 
Safety dash padding: In crash after 
crash, using dummies with and with- 
out seat belts, the Cornell safety team 
demonstrated that passengers are 
thrown up and forward in a head-on 
crash. That is why special safety pad- 
ding for the dashboard and sun visors 
was designed to cushion the blow. 
Deep-dish steering wheel: This offers 
the same type of protection for the 
driver that passengers get from the 
dash padding. First used on Fords in 
1956, the deep-dish wheel gives way 
under severe impact. It shields the 
driver’s chest from contact with the 
steering post, the cause of 56 percent 
of driver injuries. This wheel is stand- 
ard on every Ford made today. 
Safety door locks: Cornell researchers 
established that even without safety 
belt protection a passenger had a better 
chance of avoiding serious injury in a 
crash if he was held inside the car. A 
door that flies open is a hazard. The 
fact that Ford’s safety door locks re- 
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Advertisement 


duce the possibility of doors flying open 
upon impact has been demonstrated re- 
peatedly. They are standard on all Fords. 

Flared frame: In ’59 Ford cars the 
frame flares out wide around the pas- 
senger area, thus is a buffer between 
passengers and any blow from the side. 
That is, passengers ride inside this mas- 
sive flared framework, not outside of 
it as with straight- or X-type frames. 
This design also lowers the car’s center 
of gravity, providing greater stability. 

But whatever the improvements in 
car design the best piece of safety equip- 
ment always will be a skilled driver. 
Review your driving habits. Safety- 
check your equipment. Make sure that 
the car you buy is as safe as it can be— 
safety door locks, secure seat, deep- 
dish steering wheel and recessed instru- 
ment knobs are standard equipment of 
all Fords from 1956 on. 

And install as many of the proved 
safety devices as you can. If you own 
a Ford—or are planning to buy a new 
Ford—the complete Ford safety pack- 
age is available: padded instrument 
panel and sun visors, and seat belts. 
If you buy seat belts from other sources, 
be sure they are correctly attached and 
meet Civil Aeronautics Authority 


standards (as Ford’s do). 
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The sixteen most common stains on 
auto interiors that you may have to 
cope with, and the best way of clean- 
ing each: 


Chewing gum—Use cleaning fluid 
of a safe type or absorbent rug-cleaning 
powder to loosen gum. Remove with 
knife. Vacuum the powder or go over 
spot again with cleaning fluid. 

Blood— Mix cornstarch and water 
to a thick paste. Apply heavily to stain, 
allow to dry, brush or vacuum-up. Re- 
peat as often as necessary. 

Candy, chocolate, cocoa—Pick 

off any crust or dried particles with dull 
table knife. Sponge from outside of 
spot toward center with clear luke- 
warm water. Soak dry with rags, then 
sponge again with detergent suds, soak 
dry. 
Beverages, soft drinks (includes 
tea, coffee) — Sponge with lukewarm 
plain water and soak up with rags. Re- 
peat two or three times, then sponge 
with detergent suds, rinse with clear 
water, soak dry. 

Car sickness — Seats should be re- 
moved from car so that seat backs and 
door panels may be cleaned in place, 
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THE 16 MOST COMMON STAINS 


and how to remove most of them 


and soe avoid wetting seats unnecessar- 
ily. Remove excess with absorbent 
cloths. Wash with warm soap suds, 
dry with cloths. Clean entire seat cush- 
ion or door panel rather than just the 
affected spot. Repeat process if stains 
persist. 

Dirt, mud— Allow to dry. Wash- 
ing fresh mud only “sets” it in the 
fabric! Pick off dried mud and vacuum- 
clean. Go over area lightly with clean- 
ing fluid if oily stains persist after 
vacuuming. 

Ink — Never use milk to remove 
ink stain. Milk adds a protein stain of 
its own and just complicates things. 
Sponge with cool water, take up spot 
with dry rags. If stain remains, make 
a solution of one part denatured alcohol 


and two parts water. Test the mixture 7 


on a concealed part of the upholstery 


to make sure that it, too, won’t stain © 


(depends on upholstery fabric); then 
sponge spot and dry with cloths. Rinse 
with clear water; blot. Permanent-type 
inks can rarely be removed, but this 
method may help lighten the spot. 

Grease, oil — Cover spot heavily 
with absorbent powder. Remove with 
vacuum. Using dry-cleaning fluid and 
absorbent cloths, clean spot from out- 
side edge toward center. If grease or 
oil are extremely fresh, soak up with 
cloths. Dry-clean any remaining spotty 
areas. 

Mustard — Same 
for ink. 
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Urine — Sponge area lightly with 
warm salt water made of 14 cup of salt 
jn 1 quart water. Soak dry with cloths, 
rinse with warm water, dry again. 


Dog and cat hair — Use fairly 
stiff brush to “gather” hairs, then 
vacuum-clean. Treat oil spots with ab- 
sorbent powder, and vacuum. 


Shoe polish—Vacuum-clean stains 
of white shoe polish thoroughly. Brush 
fabric to loosen stain; vacuum again. 
Dry-clean any ring that remains. For 
removing paste polish spots, sponge 
with cool water, soak up with cloths 
until dry. Sponge remaining grease 
spot, if any, with cleaning fluid, or 
apply absorbent powder. 

Tar — Pick off as much tar as pos- 
sible with a dull knife. Clean area with 
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cleaning fluid and absorbent cloths. 
Repeat several times if necessary. 


Ice cream —Sponge with cool water 
and dry, using absorbent cloths. Dry- 
clean lightly, working from outside 
toward center of spot. 

Lipstick — Sponge with cleaning 
fluid or use cleaning powder. Soak stain 
into absorbent cloths. Take up powder 


in vacuum cleaner. 


Milk, cream —Same as for lipstick. 


> It Pays to Keep Your Car Clean 


= ) co GET twofold div- 


idends from keep- 
ing your car clean. First, a clean, spar- 
kling car increases your pleasure from 
driving it, enhances your pride of own- 
ership. Second, cleanliness helps protect 
your investment by forestalling undue 
deterioration—to keep the value of 
your car up for the time when you're 
ready to trade or sell it. 

The most modern, baked-enamel fin- 
ishes (such as Ford’s new Diamond 
Lustre Enamel) make it easy to keep 
your car’s showroom complexion bright. 
All you need do is wash the car regu- 
larly with plain water. The use of hot 
water, strong soaps and detergents 
should be avoided. Waxing is not harm- 
ful to this type of finish—but serves 


only to make the cara bit easier to wash. 

Drain-holes under doors and body 
panels should be cleaned out regularly 
to prevent accumulation of water which 
results in rust and streaks. 

Bright-metal parts should be cleaned 
frequently with plain water and mild 
soap if needed. The metal should never 
be scrubbed with a dry cloth, steel 
wool, or anything that will scratch the 
top layer. 

The fabric top and plastic rear win- 
dow of a convertible clean easily with 
plain water and mild soap. 

For stubborn stains and chrome care, 
as well as waxing and polishing, more 
than 50 FoMoCo chemical prepara- 
tions are available to do each job better 
and safer. 
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EXHIBITS PRESENTED BY Davip D. STEERE 


Exuisit I 


1958 retail volume sources 




















| 
| Percent 
Amount | of total 
| volume 
e a acid 
Total retail volume purchased from nonfranchised dealers - - __- ----------| $6,930, 805. 14 | 48.4 
Total retail volume purchased from franchised dealers (General Motors dealers | a pe 
excluded): 
Ford. . okenake kee , ieeey niin abba 4, 387, 784. 99 30.7 
Chrysler. ienietadh pb hledes i . ohn 1, 415, 624. 75 9.9 
All other franchised dealers.....___- ‘ i tienteahagialat 493, 526. 92 3.4 
Total franchised dealers - - - Sete aah hi trinket inne a cai aa maa 6, 296 936. 66 | 44.0 
Total retail volume purchased from General Motors dealers: hae ike os 
Allied General Motors dealers- a Lit catia teil ates te ti 335, 937. 07 2.3 
Miscellaneous General Motors dealers. | 758, 042. 05 5.3 
—— a 
Total General Motors dealers___-- sddhincGlhchbbewk bate ie tehecnte tem 093, 979. 12 7.6 
Total volume purchased from all franchised dealers.--_--. 
Total volume purchased from all automobile dealers___- siddataation 14, 321, 720. 92 100. 0 








1958 wholesale volume sources 




















Percent 

Amount of total 

volume 
Total wholesale volume purchased from nonfranchised dealers. - -. $8, 314, 808 45.3 

Total wholesale volume purchased from franchised dealers (General Motors 
dealers excluded): 
Ford - we Sans sib cilia daca than igen to te 8 inipeascin agg a eee 6, 488, 674 35.4 
Chrysler “= <i ie nino sarees 1, 319, 468 7.2 
init Other franchised Gedlere... ..... =... 22.5.5. choddda.-ccccaecesca dee 1, 300, 006 wa 
Total franchised dealers ---.-_-.....-..-- Ei 28 Losin ob nnreeueeaatal 9, 108, 148 49.6 
Total wholesale volume purchased from General Motors dealers: ee 
Allied General Motors dealers--_-_-__....-.-- nat cee oeeast 582, 388 3.2 
Miscellaneous General Motors dealers - --- ee aaiel Gein kin babieaelibed 342, 069 1.9 
Total General Motors dealers - ---..-------- eed Jumoaiaten 924, 457 5.0 
Total wholesale volume purchased from all franchised dealers - - .---__-- "10, 082, 605. ae 
Total wholesale volume purchased from all automobile dealers _ _-_-_-_- 48 347, 413 100.0 
{ 


Exuisit I-A 


Number of General Motors dealers controlled by GMAC in trade area serviced by 
Allied Finance Co. 














| 
Commer-| Whole- Retail | Commer-} Whole- Retail 
Territory cial sale GMAC | Territory cial sale GMAC 
dealers | GMAC dealers | GMAC 
og a dies 22 15 16 pS a 14 12 ll 
Senate ; 20 17 16 Lafayette._......-.- 42 41 37 
lane Charles 23 13 13 || Baton Rouge- ----- 13 12 il 
Beaumont. . aan 29 25 18 || Harlingen... ..-..- 22 22 21 
Fort Worth... ..- 16 18 6 | ee | 
Dallas............. 30 23 23 | Total. _....-. | 231 | 193 172 





Note.—83.5 percent wholesale controlled by GM AC; 74.4 percent retail controlled by GMAC. 
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Exuarsit II 
AMERICAN Motors Factory WHOLESALE PROCEDURE 


The following procedure is necessary to establish factory wholesale finance 
arrangements with an American Motors dealer. 

(1) The dealer contacts the factory or zone representative of American 
Motors and American Motors mails us wholesale drafting instruction form 
NCD-2 (see exhibit II, p. 1). This form shows the estimated wholesale 
requirements of the dealer for the year. 

(2) We advise American Motors the limit of our wholesale line with the 
dealer.! 

(3) We insert the name of our bank, sign the form and return to American 
Motors. 

(4) We direct a letter to our bank requesting a letter of guaranty from our 
bank to American Motors (see exhibit II, p. 4) and in return provide our 
bank with a letter of guaranty from us (see exhibit II, p. 6). 

a (5) Bank provides American Motors with a letter of guaranty (see exhibit 

a IP 

(6) Upon approval American Motors sends us a file copy of wholesale 
drafting instructions (see exhibit II, p. 3). 

If, at any time during the year, a dealer’s estimated wholesale requirements are 
changed, we receive a new wholesale drafting form from American Motors which 
are signed and returned. 


JANUARY 29, 1959, 
To: American Motors Sales Corporation, Post Office Box 35327, Dallas 35, Texas, 
Subject: Wholesale Drafting Instructions—NCD-2. 
Dealer: Charlie Partlow Rambler. 
City: Austin. State: Texas. 


GENTLEMEN: In the normal course of our business we finance the purchase of 
automobiles for dealers. In connection with such financing we wish to issue the 
following instructions covering the dealer indicated above: 

You are hereby authorized to draw sight drafts on us in payment of invoices 
covering Rambler automobiles shipped or delivered by you to the above dealer 
in fulfillment of bona fide orders placed by subject dealer either at the factory or 
one of your zones offices. These orders are to be scheduled against the dealers’ 
estimated requirements of 180 cars for the 1959 calendar year, commencing Jan- 
uary 1, 1959, and ending December 31, 1959. It is understood you will not ship 
this dealer more than 15 percent of his estimated requirements as herein specified 
during any calendar month without first obtaining our approval. 

As orders are forwarded to the factory for the above dealer that are to be applied 
against these instructions, the factory will promptly forward ‘us an Advance 
Notice of Wholesale Shipment indicating the number of cars ordered and the 
average dealer invoice price per car. This notice is to be mailed us approximately 
2 weeks in advance of shipment and draft if our undertakings as outlined herein 
are to be carried out. 

We will pay these drafts at par promptly upon presentation and remit the pro- 
ceeds to the presenting bank or deposit the proceeds at your nearest depository 
bank as indicated in instructions accompanying the drafts. You will attach copy 
of invoice, certificate of origin if required, and bill of lading, if any, to the draft. 
You will also supply us promptly with properly executed bills of sale conveying 
good title to us for all automobiles covered by your drafts. 

These instructions are to be accepted by you as continuing in effect throughout 
the calendar year as specified above, subject to our cancellation at any time. 
However, these iystructions will not remain valid or obligate us to honor drafts 
covering shipments or deliveries made in excess of the dealer’s estimated require- 
ments, as indicated above, during the specified year. It is further understood 
that if these instructions are given by a chartered State or national bank and your 
drawing of drafts creates a total indebtedness to the bank by the above dealer in 
excess of the bank’s legal lending limit, the bank may temporarily suspend these 
instructions insofar as such excess is concerned, as provided in the paragraph 
next below. 


1 This step is required, however, we have not been fulfilling this requirement in the past and approval 
has been obtained. 
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Should circumstances, including the exceeding of our legal lending limit to the 
above dealer, require the withdrawal or temporary suspension of these instructions, 
we will notify you promptly by wire. We will, however, honor drafts drawn on 
us against shipments in transit prior to your receipt of our cancellation. 

Wholesale Repurchase Option: In consideration of the above, should it become 
necessary for us to repossess from the above dealer, any new and unused current 
model Rambler automobiles manufactured or distributed by you, we will immedi- 
ately notify you of our action and give you the option to repurchase such auto- 
mobiles at a price not to exceed the net invoice cost to the above dealer including 
transportation charges. Your decision with respect to repurchase shall be given 
us promptly and within 10 days after date of our written notice of repossession. 
Should you fail to exercise the option within 10 days after notice, we may dispose 
of the automobiles in any manner we elect. 

Yours truly, 
ALLIED FINnANcE Co., 
By D. L. Crart, Vice President, 
2808 Fairmount, Dallas, Tez. 
Accepted: 
AMERICAN ae Sates Corp., 
y —— 








To be completed by finance companies only: 
We bank at Republic National Bank, Dallas, Texas, and drafts drawn on us 
should be presented there for payment. 


AMERICAN Morors Corp., 
Kenosha Wis., February 10, 1959. 
Auuiep FINANCE Co., 
Dallas, Tez. 


GENTLEMEN: We are attaching your file copy of the wholesale drafting instruc- 
tions form you recently executed to cover shipments to the dealer specified therein. 

Kindly note we are obligated to send you an advance notice before drafting 
on you in settlement of orders the dealer places with us from time to time through- 
out the franchise year. If for any reason you do not wish to make settlement 
for a shipment outlined in the notice, we would appreciate your prompt advice 
on a wire basis. This will permit us to make other arrangements before the cars 
are entered into production schedules. 

We appreciate your willingness to extend credit facilities to this dealer and 
assure you of our close cooperation at all times. 

Cordially yours, 
A. J. BrRuEN, Assistant Treasurer. 


SEPTEMBER 23, 1957. 
Re Charlie Partlow Automobiles, Austin, Tex. 


Repusiic NaTioNAL BANK oF DALLAs, 
Dallas, Tez. 


GENTLEMEN: The American Motors Sales Corp. has requested that your bank 
submit a guarantee letter in essentially the same form as the suggested letter 
we are enclosing. The letter should be submitted to the following address: 
American Motors Sales Corp., 7900 Ambassador Row, Dallas 9, Tex. 

Thank you for your prompt attention. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 
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ReEpuBLIC NaTIONAL BANK oF Datas, 
Dallas, Tex., September 26, 1967, 
AMERICAN Moror Sates Corp., 
Dallas, Tez. 


GENTLEMEN: The Allied Finance Co. of Dallas, Tex. has completed an arrange- 
ment with this bank with respect to payment by us of your cash drafts drawn on 
the Allied Finance Co. covering motor vehicles delivered or shipped by your 
company to Charlie Partlow Automobiles of Austin, Tex. This is to advise that 
we hereby guarantee to American Motors Corp. that we will pay its cash drafts 
drawn on Allied Finance Co. through us until we notify you to the contr 
such notice to be given to you 48 hours in advance of the termination of the 
guarantee. In the event of termination, our guarantee shall remain in effect with 
respect to such drafts as may be drawn covering shipments in transit prior to 
your receipt of our notice of cancellation. 

It is understood that until further notice, this authorization is limited to $10,000 
in any | day and is not to exceed a maximum outstanding amount of $35,000. 
Said drafts are to be a valid and binding obligation against this bank, contingent 
upon delivery by your company of motor vehicles to the dealers, driveaway 
companies, boat companies or railroads. The drafts are to be accompanied by 
a copy of the invoice and certificate of origin. A bill of sale conveying good 
title to the Allied Finance Co., specifying among other things name of dealer, 
make of car, motor and serial number, will be forwarded by mail from your 
Sar department, Kenosha, Wis. 

ours very truly, 





, Vice President. 


SEPTEMBER 25, 1957. 
Repusiic NATIONAL BANK oF DALLAs, 
Dallas, Tex. 


(Attention: Mr. Arch T. Harris). 


GENTLEMEN: In response to our request made of you in our letter of Septem- 
ber 23, 1957, and for our benefit, you have directed a letter to the American 
Motor Sales Corp., Dallas, Tex., guaranteeing payment of certain drafts to be 
drawn by Charlie Partlow Automobiles, Austin, Tex. 

In consideration of your issuing said guarantee, and for value received, we 
promise to pay on demand to the Republic National Bank of Dallas, Dallas, Tex. 
the amount of any and all drafts so paid by you under said letter of guarantee and 
all money expended by you in connection with such drafts or other transactions 
that may arise and be protected by your letter of guarantee. 

We further agree to fully indemnify you and save you harmless of and from all 
actions, costs and damages in any way arising out of or incidental to your paying 
any such draft or drafts. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Exuisit III 
CurYsLeR Corp. Factory WHOLESALE PROCEDURE 


The following procedure is necessary to establish factory wholesale finance 
arrangements with a Chrysler Corp. dealer. 

(1) We forward Chrysler a draft authorization letter from the dealer and from 
us (exhibit III, pp. 1 and 2). 

(2) We direct a letter to our bank requesting a letter of guarantee from the 
bank to Chrysler (exhibit III, p. 3) and in return provide the bank with a letter 
of guarantee from us (exhibit III, p. 5). 

3) The bank provides Chrysler with a letter of guarantee (exhibit III, p. 4). 
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q ‘ NOVEMBER 27, 1957. 
Mr. GeorGcE BREWER, 


(Credit Manager, 
Chrysler Corp., 
| Detroit, Mich. 

Dear Sir: We enclose herewith a letter from the Pearre Motor Co. of Weslaco, 
| Tex., authorizing you to draw on this company for payment of motor vehicles 

of your manufacture, delivered or shipped to them. 

We authorize you to make delivery or ship motor vehicles to said dealer, and 
| an agreement has been completed by us with the Republic National Bank of 
| Dallas, Dallas, Tex., whereby the bank guarantees payment of all cash drafts 

drawn on this company for cars delivered or shipped without payment to this 
dealer. This arrangement may be terminated by our giving you 24 hours notice 
by phone or wire, to be confirmed by letter and we agree that all drafts issued 
prior to the receipt of notice by you of the termination will be paid. 

A letter of guarantee from the Republic National Bank of Dallas will be 
forwarded directly to you by the bank. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


PEARRE Moror Co., 


Weslaco, Tex., October 24, 1957. 
CHRYSLER CorpP., 


Detroit, Mich. 


GENTLEMEN: You are hereby authorized to draw cash drafts on Allied Finance 
Co. for payment of motor vehicles of your manufacture delivered or shipped 
to us. his arrangement does not affect our primary obligation to pay for the 
vehicles. 

This authorization is to remain in effect until you are notified to the contrary. 

Very truly yours, 


Cuas. M. PEARRE. 


NOVEMBER 27, 1957. 
Repustic NATIONAL BANK oF DALLAs, 


Dallas, Tez. 
(Attention: Mr. Arch T. Harris). 


Dear Sir: The Pearre Motor Co., of Weslaco, Tex., has asked us to finance their 
purchase of new automobiles from the Chrysler Corp. 

To enable us to properly set up the procedure to handle this, we request that 
you mail direct to the Chrysler Corp. a letter guaranteeing payment of drafts 
drawn by Chrysler for these purchases in essentially the same form as the sug- 
gested letter we are enclosing. The letter should be sent directly to Mr. George 
Brewer, credit manager, Chrysler Corp., Box 1919, Detroit 31, Mich. 

We enclose a letter authorizing you to honor drafts drawn under this agreement 
and a hold harmless agreement for your protection. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Repusiic NaTIOoNAL BANK oF DALLAS, 
Dallas, Tex., November 29, 1957. 
Mr. GeorGce BrREweER, 
Credit Manager, Chrysler Corp., Detroit, Mich. 


GENTLEMEN: Allied Finance Co. has completed an arrangement with this 
bank with respect to the payment by us of your cash drafts drawn on the Allied 
Finance Co. covering motor vehicles delivered or shipped by your company to 
the Pearre Motor Co. of Weslaco, Tex. 

This is to advise that we guarantee to Chrysler Corp. that we will pay its cash 
drafts drawn on Allied Finance Co. through us until we notify you to the contrary, 
such notice to be given to you 10 days in advance of the termination of the guar- 
antee. Said drafts are to be a valid and binding obligation against this bank, 
contingent upon delivery by our company of motor vehicles to the dealers, 
driveaway companies, boat companies or railroads, the drafts being accompanied 
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by invoices specifying, among other things, that the vehicles are sold to the 
Pearre Motor Co., the motor numbers, serial numbers and other identifyin 
descriptions, and the amount for which the vehicles are sold to the dealer, with a 
statement on the invoice reading, ‘‘Paid for by Allied Finance Co.”’ 
It is understood that until further notice this authorization is limited to $15,000 
in any 1 day, and is not to exceed a maximum outstanding amount of $50,000, 
Yours very truly, 





, Vice President, 


NOVEMBER 27, 1957, 
Repvusiic NaTIOoNAL BANK OF DALLAs, 
Dallas, Tez. 
(Attention: Mr. Arch T. Harris). 


GENTLEMEN: At our request and for our benefit, you have directed a letter 
to the Chrysler Corp., Box 1919, Detroit, Mich., guaranteeing payment of certain 
drafts to be drawn by the Pearre Motor Co. of Weslaco, Tex. 

In consideration of your issuing said guarantee, and for value received, we 
promise to pay on demand to the Republic National Bank of Dallas, Dallas, Tex, 
the amount of any and all drafts so paid by you under said letter of guarantee 
and all money expended by you in connection with such drafts or other trans. 
actions that may arise and be protected by your letter of guarantee. 

We further agree to fully indemnify you and save you harmless of and from 
all actions, costs, and damages in any way arising out of or incidental to your 
paying any such draft or drafts. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Exuisit IV 
Forp Motor Co. Factory WHOLESALE PROCEDURE 


The following procedure is necessary to establish factory wholesale finance 
arrangements with a Ford Motor Co. dealer. 

(1) We direct a letter to the Ford Motor Co. (exhibit IV, p. 1), and enclose 
a letter of authorization from the dealer (exhibit IV, p. 2). 

(2) We direct a letter to our bank (exhibit IV, p. 3) requesting a letter of 


quaranty from the bank to Ford Motor Co. In return we provide the bank a. 


letter of guaranty from us (exhibit IV, p. 6). 
(3) The bank provides Ford with a letter of guarantee (exhibit IV, p. 4). 


JANUARY 13, 1958. 
Re Bay City Motors, Inc., Abbeville, La. 
Forp Moror Co., 
New Orleans District, Arabi, La. 


Dear Str: We will advance 100 percent of laid down cost in new car inventory. 

We consider the conditional sales contract as the legal instrument for wholesale 
financing. Drafts for wholesale shipments will be drawn through the Republic 
National Bank of Dallas, Dallas, Tex. 

Notification of individual shipments to the Bay City Motors, Inc., Abbeville, 
La., is to be waived by us. 

In connection with this you will find attached Dealer’s Authorization for 
Financing, and a copy of our letter to the Republic National Bank of Dallas, 
Dallas, Tex., authorizing them to honor your drafts. Bank will confirm this 
arrangement directly to you. 

If you need any other forms or documents executed, please advise immediately. 

Very truly yours, 
D. L. Crart, 


Vice President and General Credit Manager. 
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Bay Crty Morors, Inc., 


a ns Abbeville, La., January 4, 1958. 
Forp Moror Co., 


New Orleans District, Arabi, La. 


We, the undersigned Ford dealer, request the Ford Motor Co. to facilitate our 
financing of Ford products through Allied Finance Company wholesale floor plan 
by a Ford Motor Company Chief Clerk or Cashier executing in our behalf, 
instruments used in connection with Allied Finance Company wholesale financing 
which we hereby authorize. This authorization is to be effective until notified 
otherwise in writing. 

Brown A. Fortier, 
Secretary-Treasurer. 


JANUARY 13, 1958. 
Rerusiic NaTIONAL BANK oF DALLAs, 


Dallas, Tex. 
(Attention: Mr. Arch T. Harris). 


GENTLEMEN: The Bay City Motors, Inc. of Abbeville, La., has asked us to 
finance their new car purchases from the Ford Motor Co., Arabi, La. 

To enable us to properly set up the procedure for handling these purchases, we 
ask you to write a letter guaranteeing payment of drafts drawn on us by the 
Ford Motor Co., in essentially the same form as the suggested letter we are 
enclosing. 

Please prepare an original and two copies of this letter, and forward original 
and one copy to the Ford Motor Co., and send us one copy for our files. 

We are enclosing a letter guaranteeing you from any loss, cost or damages 
resulting from your guarantee to Ford Motor Co. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Repusuic NaTIOoNAL BANK or DALLAs, 
Dallas, Tex., January 14, 1958. 
Re dealer: Bay City Motors, Ine., Abbeville, La. Finance company: Allied 
Finance Co., 2808 Fairmount, Dallas, Tex. 
Forpv Motor Co., 


| New Orleans District, 


Arabi, La. 


GENTLEMEN: This has reference to the above dealer’s letter of authorization 
to you and the above finance company’s commitment on wholesale shipments 
to you with respect to new motor vehicles and chassis hereafter shipped or de- 
livered to said dealer in fulfillment of orders placed by such dealer with you, 
either at the factory or one of your zone offices where such orders specify whole- 
sale financing through Allied Finance Co. 

In furtherance thereof we hereby authorize you to draw a sight draft on Allied 
Finance Co. payable at this bank in Dallas, Tex., for the amount of each in- 
voice covering such motor vehicles and chassis shipped or delivered to said 
dealer in a total sum, however, not exceeding $20,000 in any 1 day; any portion 
of such total sum available, but unused during any 1 day, to become auto- 
matically canceled at the end of such day; and we hereby agree to pay each 
of such sight drafts promptly upon presentation thereof at this bank accompanied 
by the invoice and bill of sale transferring to Allied Finance Co. your title in and 
to such motor vehicles and chassis and by certificate of origin if required by the 
dealer’s State. 

This authorization shall continue in full force and effect until written notice 
of suspension or revocation hereof by us or the above-named finance company is 
received by Ford Motor Co., Arabi, La., provided, nevertheless, that this author- 
ization shall remain effective, notwithstanding receipt of such notice of suspension 
or revocation, with respect to all such motor vehicles and chassis delivered to 
the above-named dealer, in transit, in the possession or custody of a carrier or 
assigned by you at your plant for delivery to a carrier, w:thin 24 hours (excluding 
Saturdays, | Sant a9 and holidays) after receipt by Ford Motor Co., Arabi, La., 
of such notice. 

We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 


Yours very truly, 
, Vice President. 
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JANUARY 13, 1958. 
RepuBiic NATIONAL BANK oF DALLas, 


Dallas, Tez. 
(Attention: Mr. Arch T. Harris). 


GENTLEMEN: In response to our request made of you in our letter of Januar 
13, 1958, and for our benefit, you have directed a letter to the Ford Motor Co. 
Arabi, La., guaranteeing payment of certain drafts to be drawn by Bay City 
Motors, Inc., Abbeville, La. 

In consideration of your issuing said guarantee, and for value received, we 
promise to pay on demand to the Republic National Bank of Dallas, Dallas, Tex. 
the amount of any and all drafts so paid by you under said letter of guarantee and 
all money expended by you in connection with such drafts or other transactions 
that may arise and be protected by your letter of guaranty. 

We further agree to fully indemnify you and save you harmless of and from all 
actions, costs and damages in any way arising out of or incidental to your paying 
any such draft or drafts. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


EXHIBIT V 


GENERAL Motors Factory WHOLESALE PROCEDURE 


The following procedure is necessary to establish factory wholesale finance 
arrangements with a General Motors dealer. 

(1) We provide General Motors with three copies of Dealer’s Authorization 
for Financing (exhibit V, p. 2). 

(2) We provide Genetal Motus with three copies of Repurchase OptionAgree- 
ment (exhibit V, pp. 3 and 4). 

(3) We provide General Motors with three copies of Finance Company Con- 
mitment on Wholesale Shipments (exhibit V, pp. 5 and 6). 

(4) We direct a letter to our bank requesting a letter of guarantee from the 
bank to General Motors (exhibit V, p. 7), and in return provide the bank with a 
letter of guarantee from us (exhibit v p. 10). 

(5) The bank provides General Motors with three copies of a letter of guarantee 
(exhibit V, pp. 8 and 9). 

(6.) Upon approval General Motors mails us a copy of the Repurchase Option 
Agreement (exhibit V, p. 11). ‘ 


OcToBER 20, 1958. 
Pontiac Division, GENERAL Motors Corp., 
Dallas, Tex. 


GENTLEMEN: The Paxton Pontiac Co. of Gatesville, Tex. has authorized us to 
handle their floor plan financing. 

To enable you to draw drafts on us to pay for new cars shipped by you to them, 
we enclose the following documents: 

(1) Dealer’s Authorization for Financing. 

(2) Repurchase Option Agreement. 

(3) Finance Company Commitment on Wholesale Shipments. 

(4) Copy of our letter to the Republic National Bank of Dallas, Dallas, 
Tex., authorizing them to honor drafts. Bank will confirm this arrangement 
directly to you. 

Please notify us when this arrangement has been completed. If these papers 
are not in order or if other documents are needed, please contact us at your earliest 
convenience. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 
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PaxTon Pontiac, Gatesville, Tex. 
Pontiac. Motor Drviston 


GeNERAL Motors Corp, 
Dallas, Tex. 


GENTLEMEN: We have arranged with Allied Finance Co., herein called the 
fnancing organization, of 2808 Fairmount, Dallas, Tex., to pay you in full for 
all new motor vehicles and chassis hereafter shipped or delivered to us in fulfill- 
ment of orders placed with you by us either at the factory or one of your zone 
offices where such orders specify wholesale financing through such financing 
organization. 

Accordingly, we hereby authorize you to transfer to the financing organization 
your title in and to such motor vehicles and chassis upon full payment therefor 
by the financing organization for our account. 

This organization shall continue in full force and effect until written notice of 
suspension or revocation hereof by us or the above-named financing organization 
jsreceived by Pontiac Motor Division, General Motors Corp., 820 North Harwood 
Street, Dallas, Tex., provided, nevertheless, that this authorization shall remain 
effective, notwithstanding receipt of such notice of suspension or revocation, with 
respect to all such motor vehicles and chassis delivered to us, in transit, in the 
possession or custody of a carrier or assigned by you at your plant for delivery to 
a carrier, within 24 hours (excluding Saturdays, Sundays, and holidays) after 
receipt by Pontiac Division, General Motors Corp., 820 North Harwood Street, 
Dallas, Tex. of such notice. 

The financing organization will confirm this arrangement and complete the 
necessary details in regard thereto. 

We understand that this arrangement shall in no way relieve us of our primary 
obligation under the terms of our selling agreement with you to pay for all cars 
delivered to us or for our account, in the event payment is not made for our 
account as provided for by this arrangement. 

Very truly yours, 


Bossy Paxton, Owner. 


REPURCHASE OPTION AGREEMENT 


Agreement made this 20th day of October 1958 by and between Allied Finance 
Company, hereinafter called Financing Organization, and Pontiac Motor Division, 
General Motors Corporation, hereinafter called Pontiac. 


WITNESSETH: 


Whereas Financing Organization is regularly engaged in financing at wholesale 
the shipment of Pontiac motor vehicles by Pontiac to certain authorized Pontiac 
dealers; and 

Whereas Financing Organization is aware of the danger to the goodwill of 
Pontiac and Pontiac dealers that may arise in the event that motor vehicles so 
financed are repossessed and sold to or through others than authorized Pontiac 
dealers and desire to protect the goodwill in the foregoing regard of those Pontiac 
dealers specifically with whom it has arrangements for financing such motor 
vehicles at wholesale; and 

Whereas Financing Organization further desires, so far as may be practicable and 
desirable in the opinion of Pontiac, to make regular arrangements with Pontiac 
for the repurchase of motor vehicles so financed and repossessed for any reason in 
order that Financing Organization may thereby conveniently protect and liquidate 
its interests in such motor vehicles; and 

Whereas Pontiac desires to enter into such arrangements with Financing 
Organization: 

ow, therefore, in consideration of the premises and of other good and valuable 
considerations exchanged between the parties, receipt whereof by each of them is 
hereby acknowledged, it is agreed as follows: 

1, etnaine Organization hereby gives to Pontiac the option to repurchase 
from it every undamaged Pontiac motor vehicle of current model and body type, 
either new or which may be classifiable as new by Pontiac, which may be repos- 
sessed by Financing Organization in the course of its regular business of financing 
the same at wholesale for authorized Pontiac distributors and dealers, the price 
to be paid by Pontiac for each such motor vehicle to be the net cost thereof, includ- 
ing destination charges, to the particular distributor or dealer originally purchasing 
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we from Pontiac as evidenced by the factory invoice covering such motor 
vehicle. 

2. Accordingly, Financing Organization shall give Pontiac written notice of 
repossession of each such motor vehicle and offer the same to Pontiac for repurchase 
as aforesaid within 10 days after repossession. Pontiac shall thereafter repurchase 
any such motor vehicle, which is new or classifiable as new, in any case where 
Pontiac deems the same practicable and desirable, provided, however, that in all 
cases Pontiac shall give Financing Organization notice of its decision with respect 
to repurchaae within 10 days after receipt from Financing Organization of notiee 
of repossession. 

In the event of Pontiac’s failure to give notice of its decision with respect to 
repurchase as thus required, Pontiac shall repurchase from Financing Organiza. 
tion any such repossessed motor vehicle, which is new or classifiable as new, op 
the basis set forth in paragraph 1 above upon the written request of Financip 
Organization delivered to Pontiac within thirty (30) days after repossession, byt 
Pontiac shall have no other or further liability to Financing Organization. 

3. This Agreement shall continue in force unless and until terminated by either 
party upon ten (10) days’ written notice delivered to the other. 

In witness whereof, the parties hereto have executed this Agreement the day 
and year first above written. ; 
ALLIED FINANCE CoMPANY, 











By — —, Vice President 
Witness: ——— ———. 
Pontiac Motor Division, 
- GENERAL Motors Corporation 
y Poo hee 


Witness: ——— ———. 


FINANCE CoMPANY COMMITMENT ON WHOLESALE SHIPMENTS 


DECEMBER 4, 1958. 
Re Dealer: Paxton Pontiac of Gatesville, Tex. 


Pontiac Motor Division, GENERAL Motors Corp., 
Dallas, Tex. 


GENTLEMEN: We have made arrangements whereby the above-named dealer 
may finance through us his purchase of new motor vehicles and chassis from you. 
Confirming the above dealer’s letter of authorization to you in connection there- 
with, we hereby agree to pay in full to you the invoice amount of all new motor 
vehicles and chassis hereafter shipped or delivered to the above dealer in fulfillment 
of orders placed by such dealer with you either at the factory or one of your zone 
offices where such orders specify wholesale financing through us. 

In furtherance of this commitment we hereby authorize you to draw a draft on 
us payable at the Republic National Bank of Dallas, Dallas, Tex, for the amount 
of each invoice covering such motor vehicles and chassis in a total sum, however, 
not exceeding $6,000 in any one day, any portion of such total sum available, but 
unused during any one day, to become automatically canceled at the end of such 
day; and we hereby agree to pay each of such drafts on the payment date indicated 
on the face of the draft when presented at the above-named bank accompanied by 
the invoice and bill of sale transferring to us your title in and to such motor vehicles 
and chassis and by certificate of origin if required by the dealer’s State. 

For your further assurance in connection with the foregoing, we have caused the 
above-named bank to execute and forward to you authorization authorizing you 
to draw drafts on us accordingly which will be honored by said bank. 

This commitment and authorization shall continue in full force and effect until 
written notice of suspension or revocation hereof by us or the above-named bank 
is received by Pontiac Motor Division, General Motors Corp., Dallas, Tex., pro- 
vided, nevertheless, that this commitment and authorization shall remain effec- 
tive, notwithstanding receipt of such notice of susperRion or revocation, with re- 
spect to all such motor vehicles and chassis delivered to the above-named dealer, 
in transit, in the possession or custody of a carrier or assigned by you at your plant 
for delivery to a carrier, within 24 hours (excluding Saturdays, Sundays, and holi- 
days) after receipt by Pontiac Motor Division, Ueneral Motors Corp., Dallas, 
Tex., of such notice. 
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We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 
Very truly yours, 
ALLIED FINANCE Co., 
By D. L. Crart, 
Vice President and General Credit Manager. 


OcroBER 20, 1958. 
Repusiic NaTIONAL BANK oF DALLAs, 


Dallas, Tez. 
(Attention: Mr. Arch T. Harris). 


GENTLEMEN: The Paxton Pontiac Co. of Gatesville, Tex., has asked us to 
finance their purchase of new motor vehicles and chassis from the Pontiac Division 
of General Motors Corp. 

To enable us to properly set up the procedure for handling these purchases, 
we ask you to write a letter guaranteeing payment of drafts drawn on us by the 
Pontiac Division in essentially the same form as the suggested letter we are en- 
closing. The letter should be submitted in triplicate to the following address: 
Pontiac Division, General Motors Corp., 820 North Harwood Street, Dallas, Tex. 

We enclose a letter authorizing you to honor drafts drawn under this agreement 
and a hold harmless agreement for your protection. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Repusiic NaTIONAL BANK oF DALLAs, 
Dallas, Tex., December 8, 1958. 
Re Dealer: Paxton Pontiac, Gatesville, Tex. 
Finance Company: Allied Finance Co., 2808 Fairmont, Dallas, Tex. 
Pontiac Motor Diviston, GENERAL Motors Corp., 
Dallas, Tez. 


GENTLEMEN: This has reference to the above dealer’s letter of authorization 
to you and the above finance company’s commitment on wholesale shipments 
to you with respect to new motor vehicles and chassis hereafter shipped or 
delivered to said dealer in fulfillment of orders placed by such dealer with you 
either at the factory or one of your zone offices where such orders specify whole- 
sale financing through Allied Finance Co. 

In furtherance thereof we hereby authorize you to draw a draft on Allied 
Finance Co. payable at this bank in Dallas, Tex., for the amount of each invoice 
covering such motor vehicles and chassis shipped or delivered to said dealer in a 
total sum, however, not exceeding $6,000 in any one day, any portion of such 
total sum available, but unused during any one day, to become automatically 
canceled at the end of such day; and we hereby agree to pay each of such drafts 
on the payment date indicated on the face of the draft when presented at this 
bank accompanied by the invoice and bill of sale transferring to Allied Finance 
Co. your title in and to such motor vehicles and chassis and by certificate of 
origin if required by the dealer’s State. 

his authorization shall continue in full force and effect until written notice of 
suspension or revocation hereof by us or the above-named finance company is 
received by Pontiac Motor Division, General Motors Corp., Dallas, Tex., provided, 
nevertheless, that this authorization shall remain effective, notwithstanding receipt 
of such notice of suspension or revocation, with respect to all such motor vehicles 
and chasis delivered to the above-named dealer, in transit, in the possession or 
custody of a carrier or assigned by you at your plant for delivery to a carrier, 
within 24 hours (excluding Saturdays, Sundays, and holidays) after receipt by 
Pontiac Motor Division, General Motors Corp., Dallas, Tex., of such notice. 

We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 


Arcu T. Harris, Vice President. 
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DECEMBER 4, 1958. 
Repusuiic Nationa BANK OF DALLAs, 
Dallas, Tez. 
(Attention: Mr. Arch T. Harris). 


GENTLEMEN: In response to our request made of you in our letter of December 
4, 1958, and for our benefit, you have directed a letter to Pontiac Motor Division, 
General Motors Corp., Dallas, Tex., guaranteeing payment of certain drafts to be 
drawn by Paxton Pontiac of Gatesville, Tex. 

In consideration of your issuing said guaranty, and for value received, we 
promise to pay on demand to the Republic National Bank of Dallas, Dallas, Tex., 
the amount of any and all drafts so paid by you under said letter of guaranty, 

We further agree to fully indemnify you and save you harmless of and from al] 
actions, costs and damages in any way arising out of or incidental to your paying 
any such draft or drafts. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


GENERAL Morors Corp., 
Pontiac Moror Division, 
Dallas, Tez., January 5, 1959. 
ALLIED FINANCE Co., 
Dallas, Tez. 
(Attention: Mr. D. L. Craft). 


GENTLEMEN: Attached please find your copy of the repurchase option agreement 
in connection with your financing arrangements with our dealer, Paxton Pontiac, 
Gatesville, Tex. 

Yours very truly, 
D. WasMmuTH, 
Office Manager and Car Distributor. 


Exurisit VI 
Sorteau Buick Co., VitteE Puatte, La. 


On August 9, 1956, we submitted an application for approval for finance 
arrangements in connection with Soileau Buick Co. 

On August 27, 1956, General Motors requested and we submitted an extra 
copy of dealers authorization for financing and bank’s letter guaranteeing pay- 
ment of drafts. Immediately upon receipt of these documents, General Motors 
wired a request for another copy of finance company commitment for wholesale 
shipments. This was submitted August 29 and approval was obtained September 
17, 1956, 39 days after the date of the original application. 

It should be noted (p. 5) that additional copies of all O.D.C. papers were 
returned to us attached to the copy of our letter of approval. This is a deviation 
from the usual procedure of returning only a copy of the repurchase agreement, 
and would indicate that the extra copies were not actually necessary. The time 
and effort involved in obtaining and submitting these additional letters as re- 
quested by General Motors delayed our final approval and we can assume that 
this was the intent of General Motors requests. 


Aveust 9, 1956. 
Buick Motor Division, GENERAL Motors Corp., 
Memphis, Tenn. 


GENTLEMEN: The Soileau Buick Co. of Ville Platte, La., has authorized us to 
handle their floor plan financing. 
To enable you to draw drafts on us to pay for new cars shipped by you to them, 
we enclose the following documents: 
(1) Dealer’s authorization for financing. 
(2) Repurchase option agreement. 
(3) Finance company commitment on wholesale shipments. 
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(4) Copy of our letter to the Republic National Bank of Dallas, Dallas, 
Tex., authorizing them to honor your drafts. Bank will confirm this arrange- 
ment directly to you. 

Please notify us when this arrangement has been completed. 

Very truly yours, 

Davip G. Gopwin, Vice President. 


Aveust 27, 1956. 
Re Soileau Buick Co., Ville Platte, La. 

Buick Moror Division, GENERAL Motors Corp., 

Memphis, Tenn. 

GENTLEMEN: In accordance with your request, I am enclosing another copy 
of dealer’s authorization for financing and another copy of the bank’s letter 
guaranteeing payment of drafts to enable you to complete the financing arrange- 
ments for the above dealer. 

Very truly yours, 


D. L. Crart, 
Vice President and General Credit Manager. 


Memphis, TENN., August 29, 1956. 
Davip G. GopwIin, 
Allied Finance Co.:~ 


Received dealer letter and bank letter this date for financing wholesale ship- 
ments for Soleau Buick Co., Ville Platte, La. Necessary that we have one more 
copy of finance letter from your company. 

C. D. Gopwin, Car Distributor. 


Aveust 29, 1956. 
Re Soileau Buick Co., Ville Platte, La. 
Mr. C. D. Gopwin, 
Buick Motor Division, GENERAL Motors Corp., 
Memphis, Tenn. 


Dear Sir: In accordance with your telegram, I am enclosing one more copy 
of our repurchase option agreement and one more copy of our finance company 
commitment on wholesale shipments. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Buick Moror Diviston, GENERAL Morors Corp., 
Memphis, Tenn., September 17, 1956. 
Mr. Davip G. Gopwin, 
Vice President, Allied Finance Co., Dallas, Tez. 

Dear Mr. Gopwin: We are attaching extra copies of O0.D.C. papers on our 
dealer, Soileau Buick Co. of Ville Platte, La., who has been approved for this 
type of financing. 

Very truly yours, 
F. D. ALLEN, Jr., Business Manager. 


41063 O—59——_52 
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Exuisit VII 
PaxTON Pontiac, GATESVILLE, TEx. 


This is the most recent General Motors dealer with whom we have arranged 
wholesale financing. 

Our original application for approval was dated October 20, 1958, and was 
submitted using the name ‘‘Paxton Pontiac Co.’’ which was the same as used b 
the dealer on his ‘“‘Dealer’s Authorization for Financing’’ letter. Our application 
was rejected (see p. 2) due to the fact that General Motors selling agreement 
read ‘Paxton Pontiac.’ New applications were submitted on December 4, 1958, 
and approval was not obtained until January 5, 1959, 24% months after date of 
original application. 

It can be assumed that this delay was the result of a minor technical error 
that could have been corrected without the necessity of filing complete new 
applications, thereby expediting the processing of our application and eliminating 
the possibility of our losing the good will of the dealer by the delay that resulted. 


OcToBER 20, 1958, 
Pontiac Division, GENERAL Motors Corp., 
Dallas, Tex. 


GENTLEMAN: The Paxton Pontiac Co. of Gatesville, Tex., has authorized us to 
handle their floor plan financing. 

To enable you to draw drafts on us to pay for new cars shipped by you to them, 
we enclose the following documents: 

(1) Dealer’s authorization for financing. 

(2) Repurchase option agreement. 

(3) Finance company commitment on wholesale shipments. 

(4) Copy of our letter to the Republic National Bank of Dallas, Dallas, 
Tex., authorizing them to honor drafts. Bank will confirm this arrangement 
directly to you. 

Please notify us when this arrangement has been completed. If these papers 
are not in order or if other documents are needed, please contact us at your earliest 
convenience. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


Pontiac Motor Division, GENERAL Motors Corp., 
Dallas, Tex., November 10, 1958. 
Mr. Bossy Paxton, 
Pazton Pontiac, 
Gatesville, Tex. 


Dear Mr. Paxton: It will be necessary that we have a complete new set of 
papers in connection with the ODC method of wholesale financing for your dealer- 
ship. 

After checking this file, it was found that each letter shows the name of your 
dealership to be Paxton Pontiac Co.; whereas, your selling agreement reads 
Paxton Pontiac. 

When you have secured a complete new set of papers, showing the correct 
dealer name, please return the file to the attention of the writer; and we will 
resubmit them. 

Yours very truly, 
D. WasmutTH, 
Office Manager and Car Distributor. 
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ALLIED FINANCE Co., 


Waco, Tex., December 1, 1958. 
Mr. Bossy Paxton, 


Paxton Pontiac, 
Gatesville, Tex. 


Dear Bossy: Your original letter to Pontiac Motor Division authorizing 
wholesale accommodations by Allied Finance Co., has been returned. The reason 
for returning this letter was that your dealership name was shown as Paxton 
Pontiac Co. and it should only be shown as Paxton Pontiac. 

We are enclosing original and four copies of a new letter which we request that 
you sign and return to us at your earliest convenience. 

Yours very truly, 
C. R. Bievins, Jr., Branch Manager. 


ALLIED FINANCE Co. 


MEMORANDUM 
DECEMBER 3, 1958. 
To: Mr. D. L. Craft, home office. 
From: C. R. Blevins, Jr., Waco. 
Re Paxton Pontiac, Gatesville, Tex. 

We are attaching all letters sent to Pontiac Motor Division on captioned 
dealer. You will note from letter dated November 10, 1958 from Pontiac Motor 
Division that these letters were incorrect, as they read Paxton Pontiac Co. and 
their selling agreement reads simply Paxton Pontiac. 

I am also enclosing the original and four copies of new letter signed by dealer 
merely showing Paxton Pontiac. 

I would appreciate your having new letters typed and signed both by home 
office and bank merely showing dealer’s name as Paxton Pontiac and resub- 
mitting same to Pontiac Motor Division for their processing. 

Best regards. 


DECEMBER 4, 1958. 
Repusiic NATIONAL BANK or DALLas, 


Dallas, Tec. 
(Attention: Mr. Arch T. Harris). 


JENTLEMEN: Pontiac Motor Division has returned our papers in connection 
with wholesale financing. 

On the origival papers the dealer showed the name of the dealership to be 
Paxton Pontiac Co., whereas the selling agreement with Pontiac reads Paxton 
Pontiac. 

We would appreciate retyping your letter to Pontaic showing the name of the 
dealership to be Paxton Pontiac. 

Also enclosed is a letter authorizing you to honor drafts and a hold harmless 
agreement showing the correct name of the dealership. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


GENERAL Morors Corp., 
Pontiac Motor Division, 
Dallas, Tex., January 5, 1959. 
ALLIED FINANCE Co. 
Dallas, Tex. 
(Attention: Mr. D. L. Craft). 


GENTLEMEN: Attached please find your copy of the repurchase option agree- 
ment in connection with your financing arrangements with our dealer, Paxton 
Pontiac, Gatesville, Tex. 

Yours very truly, 
D. WasmMvuTs, 
Office Manager and Car Distributor. 
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Exuisit VIII 


BARNETT CHEVROLET Co., MARBLE Fatis, TEx. 
































On August 3, 1953, we submitted an application for approval for finance arrange- 
ments in connection with the Barnett Chevrolet Co. 

There is no record of our application having been returned, however, we were 
not notified of approval until a period of 44 days had lapsed. 

Following approval on September 16, 1953, General Motors began sending 
manufacturer’s certificates to us instead of directly to the dealer. (See pp. 3 
through 6). We were unable to get this corrected until sometime after November 
23, 1953. Again in May 1954, General Motors began sending manufacturer’s 
certificates to us instead of to the dealer (see pp. 7-8), and in April 1956 began 
the same procedure (see pp. 9-10). 

These maneuvers were very irritating to the dealer, and, had the proper circum- 
stances existed, could possibly have caused us to lose this dealer’s account. 


ALLIED FINANCE Co., 
Dallas, Tex., August 3, 1953. 
CuHEvROLET Motor Division, 

GENERAL Morors Corp., 
Houston, Tez. 


GENTLEMEN: The Barnett Chevrolet Co. of Marble Falls, Tex. has authorized 
us to handle their floor plan financing. 
To enable you to draw drafts on us to pay for new cars shipped by you to them 
we enclose the following documents: 
(1) Dealer’s Authorization for Financing. 
(2) Repurchase Option Agreement. 
(3) Finance Company Commitment on Wholesale Shipments. 
(4) Copy of our letter to the National City Bank of Dallas, Dallas, Tex. 
authorizing them to honor your drafts. Bank will confirm thisarr angement 
directly to you. 
Please notify us when this arrangement has been completed. 
If these papers are not in order or if other documents are needed, please contact 
us at your earliest convenience. 
Very truly yours, 

D. L. Crart, 
General Credit Manager. 


CHEVROLET Motor Division, 
GENERAL Morors Corp., 
Houston, Tex., September 16, 1958. 
ALLIED FINANCE Co., 
Austin, Tez. 


GENTLEMEN: This is to advise that our records are now complete in connection 
with financing arrangements and shipments to Barnett Chevrolet Co., Marble 
Falls, Tex. 

We are attaching one copy of the repurchase agreement which should be retained 
in your files. 

We will appreciate your acknowledging receipt of this document at your earliest 
convenience. 

Very truly yours, 

GrorcE E. Lioveras, 

Zone Distribution Manager. 
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ALLIED FINANCE Co. 


MEMORANDUM 
OctToBErR 7, 1953. 
To: D. L. Craft, home office. 
From: M. R. Davis, Austin Branch. 
Re Barnett Chevrolet Co. 


Attached you will find a copy of a letter to Chester Barnett. He called me 
several days ago because he had not received the Manufacturer’s Certificates with 
the invoices on these three new Chevrolets. He stated that he had always re- 
ceived his Manufacturer’s Certificates direct from the Chevrolet Motor Division 
at the time he received the invoices. I would appreciate your advising the 
Chevrolet Motor Division by letter to send this dealer’s Manufacturer’s Certifi- 
eates direct to him on all future shipments. 


ALLIED FINANCE Co., 
Dallas, Tex., October 8, 1958. 
Re Barnett Chevrolet Co., Marble Falls, Tex. 
CHEevrRoLET Motor Division 
GeneRAL Motors Corp., 
Houston, Tex. 


GENTLEMEN: We have been informed by the above dealer that he is not receiv- 
ing his manufacturers certificates on the new Chevrolets which have been shipped 
to him by you. 

On all future shipments, will you please forward these manufacturers certifi- 
cates direct to the dealer with the invoice instead of sending them to us. 

Very truly yours, 
D. L. Crart, 
General Credit Manager and Assistant Vice President. 


NovEMBER 21, 1953. 


Re W-5064, 1954 Chevrolet 4% Ton Pickup— Motor No. 0002269F54X—$1,248.54; 
1954 Chevrolet 2 Ton Truck— Motor No. 0004652F54P—-$1,921.06. 


Dear Mr. Barnetr: Attached you will find copy of the mortgage on the two 
subject vehicles, which have been paid. We are also enclosing the Manufacturer’s 
Certificate on each vehicle. The factory continues to send these Manufacturer’s 
Certificates to us, although, we have written them giving them instructions to 
send these certificates to you. 

| Weare having Mr. Craft in our home office again advise the Chevrolet Manu- 
facturer to send these certificates to you. 

Hope to see you sometime next week. Be sure to send us some business. 

Yours truly, 
ALLIED FINANCE Co., 
) M. R. Davis, Branch Manager. 
' 
: ALLIED FINANCE Co., 
; Dallas, Tex., November 23, 1958. 
| Re Barnett Chevrolet Co., Marble Falls, Tex. 
) Georce E. LiLoveras, 
| Zone Distribution Manager, Chevrolet Motor Division, 
General Motors Corp., Houston, Tez. 


Dear Sir: We have been informed by the above dealer that he is not receiving 
) a ee cturers certificates on the new Chevrolets which have been shipped to 
) him by you. 
On all future shipments, will you please forward these manufacturers certificates 
direct to the dealer with the invoice instead of sending them to Allied Finance Co. 
Very truly yours, 
D. L. Crart, 
General Credit Manager and Assistant Vice President. 
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May 12, 1954, 


D. L. Crarr: 


We are again receiving manufacturers certificates from Chevrolet Motor 
Division on shipments to Barnett Chevrolet Co. Barnett seriously objects to 
this procedure. At my request you have previously written Chevrolet Motor 
Division some time ago and told them to send certificates direct to the dealer, 
Of course, I am sure the reason they have sent them to us is simply to make it 
difficult for us to service the dealers account the way the dealer wants it. Pleage 
write the Chevrolet Motor Division again for me and send a carbon copy of your 
letter to Mr. Barnett, Barnett Chevrolet Co., Marable Falls, Tex. Tell them 
that we have called this to their attention before and will they please send certi. 
ficates direct to the dealer. 


M. R. Davis, 


ALLIED FINANCE Co., 
Dallas, Tex., May 14, 1964. 
Re Barnett Chevrolet Co., Marble Falls, Tex. 


CHEVROLET Motor Division, GENERAL Motors Corp., 
Houston, Tez. 


GENTLEMEN: We are again requesting that manufacturers certificates on new 
car shipments be sent directly to Barnett Chevrolet Co. We have no reason to 
hold these certificates, and have not requested them to be sent to us. 

In order to facilitate delivery of cars to this dealer, we request that on all 
future shipments the manufacturers certificates be forwarded to the dealer and 
not to Allied Finance Co. We would appreciate you forwarding to us, for our 
records, a copy of each invoice. 

Thanking you for your usual cooperation, I remain, 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 


ALLIED FINANCE Co., 
Austin, Tex., April 18, 1956. 
MEMORANDUM 
To: D. L. Craft, home office. 
From: M. R. Davis, Austin. 
Re: Barnett Chevrolet Co. 


This dealer’s manufacturer’s certificates are being enclosed with factory drafts 
on us and have been for some 3 weeks. This, of course, inconveniences the dealer, 
as some of his automobiles are already sold and it takes quite some time for the 
manufacturer’s certificates to reach him. He advised that he called the Chevrolet 
Division and was advised that it was the finance company’s fault. He stated 
that he realized what the circumstances were but requested that we again write 
the Chevrolet Division and request that they [manufacturer’s certificate] be mailed 
to him. 


ALLIED FINANCE Co., 
Dallas, Tex., April 20, 1956. 
Re Barnett Chevrolet Co., Marble Falls, Tex. 
CHEVROLET Motor Division, GENERAL Motors Corp., 
Houston, Tez. 


GENTLEMEN: We have been informed by the above dealer that he is not receiv- 
ing his manufacturers certificates on the new Chevrolets which have been shipped 
to him by you. 

On all future shipments, will you please forward these manufacturers certificates 
direct to the dealer. 

Very truly yours, 
D. L. Crart, 
Vice President and General Credit Manager. 
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Exuisirt IX 
Hatm Equipment Co., Mason, Tex. 


On July 9, 1951, we submitted an application for approval for finance arrange- 
ments in connection with the Halm Equipment Co. 

After negotiating for a period of over 7 months, we were finally approved as 
the finance connections for this dealer. (See p.6.) The dealer then incorporated 
his firm and it was then necessary to refile a portion of our application and we 
received approval 36 days later. 

Documents supporting these statements are attached. 


ALLIED FINANCE Co., 
Dallas, Tezx., July 9, 1961. 
Pontiac Moror Division, 
General Motors Corp., 
| Houston, Tez. 
(Attention: Mr. Backenstose). 

Dear Mr. BackEnstosE: The Halm Equipment Co. of Mason, Tex., has author- 
ised us to handle their floor plan financing. To enable you to draw drafts on us 
to pay for new cars shipped by you to them we enclose these documents. 

(1) Our committment to you on wholesale shipments. 

(2) Copy of our letter to the Austin National Bank, Austin, Tex., author- 
izing them to honor your drafts. Bank will confirm this arrangement 
directly to you. 

Please notify us when this arrangement has been completed. 

If these papers are not in order or if other documents are needed please contact 

| us at your earliest convenience. 

Yours very truly, 

Harotp E. Hyipen, Controller. 


ALLIED FINANCE Co. 


MEMORANDUM 
NovEMBER 3. 1951. 
To: Mr. Hylden, Dallas. 
From: L. L. Pollard, Austin. 
Re Halm Equipment Co. 


We had some correspondence in July with reference to paying for this dealer’s 
Pontiacs at the factory and it was our understanding that you were making 
arrangements for payment of the floor plan through a Dallas bank. 

Floor plan is still being handled b @MAC and we would like to arrange to 
pay for this dealer’s floor plan cars. herefore, will you please see what happened 
and make the necessary arrangements so it will be handled by us. 


ALLIED FINANCE Co. 


MEMORANDUM 
NovEMBER 9, 1951. 
To: L. L. Pollard, Austin office. 
From: Harold E. Hylden, Dallas office. 
Re Halm Equipment Co. 


Les: The Pontiac zone office lost Halm’s wholesale procedure papers and we 
had to send them a new set. They promised to process these immediately upon 
receipt so we should have this ready for operation next week as all papers have 
been sent in to Pontiac. 
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Pontiac Moror Division, GENERAL Morors Corp., 


Pontiac, Mich., November 7, 1951. 
Mr. H. E. Hytpen, 


Allied Finance Co., Dallas, Tez. 


Dear Mr. Hy.pen: In reply to your telephone conversation of today, we have 
located the papers in connection with your handling financing for our dealer Halm 
Equipment Co. of Mason, Tex. 

n checking these papers we find a repurshase option agreement was never 
submitted to this office. Will you please send us this agreement, in triplicate, and 
we will process the papers immediately. 

ery truly yours, 
M. C. Hay, 
Office Manager. and Car Distributor. 


NOVEMBER 9, 195], 
Pontiac Motor Diviston, GENERAL Motors Corp., 
Zone Office, Houston, Tex. 
(Attention: Mr. M. C. Hay). 


Dear Mr. Hay: Enclosed is a repurchase option agreement executed in tripli- 
cate to complete your file for the wholesale financing of Pontiac automobiles 
shipped to Halm Equipment Co. of Mason, Tex. 

lease notify us when these papers have been processed. 
Very truly yours, 
Harotp E. HyupeEn, Controller. 


DECEMBER 20, 1951. 
Pontiac Moror Division, 
General Motors Corp., 
Houston, Tez. 
(Attention: Mr. M. C. Hay). 


Dear Mr. Hay: We have had considerable correspondence and _ telephone 
calls in connection with our financing the wholesale purchases of Halm Equipment 
Co. of Mason, Tex. Under date of November 9 we mailed you repurchase option 
agreements which should have completed your files. Would you please let us 
know the status of this account and if you require any additional information 
to complete your processing of these papers. 

Yours very truly, 
ALLIED FINanceE Co., 
Harold E. Hylden, 
Controller. 


Pontiac Motor Drvision, 
GENERAL Motors Conrp., 
Pontiac, Mich., February 28, 1952. 
Mr. Haroutp E. Hy.pen, 
Allied Finance Co., 
Dallas, Tez. 


Dear Mr. Hyipen: We have received a letter of authorization from our dealer. 
Halm Equipment Co., Mason, Tex., with a request that wholesale financing of 
their automobiles be handled by your company. 

We have papers in our file covering this wholesale financing; however, the papers 
from your office are dated July and August, 1951. If you are still desirous of 
handling this wholesale financing for our dealer, will you please redate the attached 
papers, and we will ask for approval from our central office immediately. 

Very truly yours, 
H. L. Rostnson, Zone Manager. 
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Pontiac Moror Division, 
GENERAL Morors Corp., 


3 Pontiac, Mich., June 5, 1952. 
Mr. D. L. Crart, 


Allied Finance Co., 
Dallas, Tex. 


Dear Mr. Crart: It is with a great deal of regret that we ask you to prepuce 
new forms in connection with your handling of the financing of wholesale ship- 
ments for our dealer, Halm Equipment Co., Ine., Mason, Tex. 

Our dealer is incorporated, and we rewrote his contract to conform, changing 
the name to read Halm Equipment Co., Inc., instead of as previously written. 
At the time of rewriting the dealer we obtained authorization letter for your com- 
any to handle the financing. We have carefully checked all papers we have 
in connection with this matter, and find your repurchase option to be in order; 
therefore, we will not need a new one written. Under the present setup, and to 
conform with dealer letter, we will need a new commitment letter from your 
company and authorization letter from the bank. Samples are attached. If 
you find these to be in agreement with your policy, please send back to us, in 
duplicate. 

Again we regret this delay in completing this transaction, and trust this will 
bring the file to a close. 

Very truly yours, 
M. C. Hay, 
Office Manager and Car Distributor. 


Pontiac Motor Division, 
GENERAL Morors Corp., 


Pontiac, Mich., July 11, 1952. 
Mr. D. L. Crarrt, 


Allied Finance Co., 
Dallas, Tez. 


Dear Mr. Crart: We are pleased to advise our central office has approved 
your company for financing wholesale shipments of automobiles to our dealer, 
alm Equipment Co., Inc., Mason, Tex. 
We are attaching copy of repurchase option agreement, properly executed. 
Very truly yours, 
M. C. Hay, 
Office Manager and Car Distributor. 


EXHIBIT X 
SuHaw-CrockEr Pontiac-Buick Co., DERrippEr, La. 


On June 4, 1958, we submitted an application for approval for finance arrange- 
ments in connection with Shaw-Crocker Buick Co. 

We were advised that it would be necessary to submit new application forms 
since we had used the word “transportation charges” in the Repurchase Option 
Agreement and the word “sight draft’’ in the Finance Company Commitment and 
bank letter. 

We were then advised by mimeographed letter (page 9) dated June 24, 1958, 
one day later, that we could correct our letters without the necessity of submitting 
new ones. It can be assumed that this information could have been given us 
previously and would have eliminated the necessity of the additional time and 
effort involved in submitting the second set of letters. Apparently the original 
request for corrections was a delaying action. 
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Pontiac Division, 
GENERAL Motors Corp. 
Houston, Tex. 


GENTLEMEN: The Shaw and Crocker Pontiac- 
authorized us to handle their floor plan financing. 


ALLIED FINANCE Co., 
Dallas, Tex., June 4, 1958. 


Buick Co. of DeRidder, La. has 


To enable you to draw drafts on us to pay for new cars shipped by you to them, 


we enclose the following documents: 
(1) Dealer’s Authorization for Financing. 
(2) Repurchase Option Agreement. 


(3) Finance Company Commitment on Wholesale Shipments. 
(4) Copy of our letter to the Republic National Bank of Dallas, Dallas 


Tex., authorizing them to honor your drafts. 


ment directly to you. 


Bank will confirm this arrange. 


Please notify us when this arrangement has been completed. If these papers 
are not in order or if other documents are needed, please contact us at your 


earliest convenience. 
Very truly yours, 


D. E. Crarr, 


Vice President and General Credit Manager. 


REPUBLIC NATIONAL BANK OF DALLAs, 


Re Dealer: Shaw and Crocker Pontiac-Buick C 


Dallas, Tex., June 18, 1968. 


o., De Ridder, La.; Finance Co. 


Allied Finance Co., 2808 Fairmount, Dallas, Tex. 


Pontiac Division, GENERAL Motors Corp., 
Houston, Tez. 


GENTLEMEN: This has reference to the above dealer’s letter of authorization 


to you and the above finance company’s commitment on wholesale shipments to 
you with respect to new motor vehicles and chassis hereafter shipped or delivered 
to said dealer in fulfillment of orders placed by such dealer with you either at the 
factory or one of your zone offices when such orders specify wholesale financing 


through Allied Finance Co. 


In furtherance thereof we hereby authorize you to draw a sight draft on Allied 
Finance Co. payable at this bank in Dallas, Tex., for the amount of each invoice 


covering such motor vehicles and chassis shipped or delivered to said dealer in a 
total sum, however, not exceeding $10,000 in any one day, any portion of such 
total sum available, but unused during any one day, to become automatically 


cancelled at the end of such day; and we hereby agree to pay each of such drafts 


promptly upon presentation thereof at this bank accompanied by the invoice and 
bill of sale transferring to Allied Finance Co. your title in and to such motor 
vehicles and chassis and by certificate of origin if required by the dealer’s State. 


This authorization shall continue in full force and effect until written notice of 


suspension or revocation hereof by us or the above-named finance company is 
received by Pontiac Division, Houston, Tex., provided, nevertheless, that this 
authorization shall remain effective, notwithstanding receipt of such notice of 
suspension or revocation, with respect to all such motor vehicles and chassis 
delivered to the above-named dealer, in transit, in possession or custody of 4 


carrier or assigned by you at your plant for delivery to a carrier, within twenty- 


four (24) hours (excluding Saturdays, Sundays and holidays) after receipt by 
Pontiac Division, Houston, Tex. of such notice. 
We expressly understand that you reserve the right to suspend or discontinue 


shipments on this basis at any time at your sole 
Yours very truly, 


discretion and without notice. 


———— ———., Vice President. 
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REPURCHASE OPTION AGREEMENT 


Agreement made this 4th day of June 1958, by and between Allied Finance 
Company, hereinafter called ‘‘Finance Company,’ and Pontiac Division, Gen- 
eral Motors Corporation, hereinafter called ‘‘Pontiac.”’ 

Whereas Finance Company is regularly engaged in financing at wholesale the 
shipment of Pontiac motor vehicles by Pontiac to certain authorized Pontiac 
dealers; and 

Whereas Finance Company is aware of the danger to the good will of Pontiac 
and Pontiac dealers that may arise in the event that motor vehicles so financed 
are repossessed and sold to or through others than authorized Pontiac dealers and 
desires to protect the good will in the foregoing regard of those Pontiac dealers 
specifically with whom it has arrangements for financing such motor vehicles at 
wholesale; and 

Whereas Finance Company further desires so far as may be practicable and 
desirable in the opinion of Pontiac, to make regular arrangements with Pontiac 
for the repurchase of motor vehicles so financed and repossessed for any reason 
in order that Finance Company may thereby conveniently protect and liquidate 
its interests in such motor vehicles; and 

Whereas Pontiac desires to enter into such arrangements with Finance Com- 

any: 

. Now, therefore, in consideration of the premises and of other good and valuable 
considerations exchanged between the parties, receipt whereof by each of them is 
hereby acknowledged, it is agreed as follows: 

1. ianse Company hereby gives to Pontiac the option to repurchase from it 
every undamaged Pontiae motor vehicle of current model and body type, either 
new or which may be classifiable as new by Pontiac, which may be repossessed 
by Finance Company in the course of its regular business of financing the same at 
wholesale for authorized Pontiac distributors and dealers, the price to be paid by 
Pontiac for each such motor vehicle to be the net cost thereof, including trans- 
portation charges, to the particular distributor or dealer originally purchasing 
the same from Pontiac as evidenced by the factory invoice covering such motor 
vehicle. 

2. Accordingly, Finance Company shall give Pontiac written notice of repos- 
session of each such motor vehicle and offer the same to Pontiac for repurchase as 
aforesaid within ten (10) days after repossession. Pontiac shall thereafter re- 
purchase any such motor vehicle, which is new or classifiable as new, in any case 
where Pontiac deems the same practicable and desirable, provided, however, that 
in all cases Pontiac shall give Finance Company notice of its decision with respect 
to repurchase within ten (10) days after receipt from Finance Company of notice 
of repossession. 

In the event of Pontiac’s failure to give notice of its decision with respect to 
repurchase as thus required, Pontiac shall repurchase from Finance Company any 
such repossessed motor vehicle, which is new or classifiable as new, on the basis set 
forth in paragraph 1 above upon the written request of Finance Company de- 
livered to Pontiac within thirty (30) days after repossession, but Pontiac shall 
have no other or further liability to Finance Company. 

3. This Agreement shall continue in force unless and until terminated by either 
party upon ten (10) days’ written notice delivered to the other. 

In witness whereof, the parties hereto have executed this Agreement the day 
and year first above written. 

Witness —— ——, ALLIED FINANCE Co. 

By D. L. Crart, 
Vice President and General Credit Manager. 
Pontiac DIvIsIon, 
GENERAL Motor CORPORATION, 
Witness ——— — 
By ———- ———_-. 
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ALLIED FINANCE Co., 
Dallas, Tex., June 4, 1968. 


FINANCE CoMPpANY COMMITMENT ON WHOLESALE SHIPMENTS 


Re Shaw & Crocker Pontiac-Buick Co., DeRidder, La. 


Pontiac Division, 
GENERAL MOTORS CORP., 
Houston, Tez. 


GENTLEMEN: We have made arrangements whereby the above-named dealer 
may finance through us his purchase of new motor vehicles and chassis from you, 
Confirming the above dealer’s letter of authorization to you in connection there- 
with, we hereby agree to pay in full to you the invoice amount of all new motor 
vehicles and chassis hereafter shipped or delivered to the above dealer in fulfill. 
ment of orders placed by such dealer with you either at the factory or one of your 
zone offices where such orders specify wholesale financing through us. 

In furtherance of this commitment we hereby authorize you to draw a sight 
draft on us payable at the Republic National Bank of Dallas, Dallas, Tex., for 
the amount of each invoice covering such motor vehicles and chassis in a total 
sum, however, not exceeding $10,000 in any one day, any portion of such total 
sum available, but unused during any one day, to become automatically canceled 
at the end of such day; and we hereby agree to pay each of such sight drafts 
promptly upon presentation thereof at the above-named bank accompanied by 
the invoice and bill of sale transferring to us your title in and to such motor ve- 
hicles and chassis and by certificate of origin if required by the dealer’s state. 
For your further assurance in connection with the foregoing, we have caused 
the above-named bank to execute and forward to you authorization authorizing 
you to draw sight drafts on us accordingly which will be honored by said bank. 
This commitment and authorization shall continue in full force and effect 
until written notice of suspension or revocation hereof by us or the above-named 
bank is received by Pontiac Division, General Motors Corp., Houston, Tex. 
provided, nevertheless, that this commitment and authorization shall remain 
effective, notwithstanding receipt of such notice of suspension or revocation, 
with respect to all such motor vehicles and chassis delivered to the above-named 
dealer, in transit, in the possession or custody of a carrier or assigned by you 
at your plant for delivery to a carrier, within 24 hours (excluding Saturdays, 
Sundays and holidays) after receipt by Pontiac Division, General Motors, Corp., 
Houston, Tex., of such notice. 













































RepuB.iic NaTIONAL BANK OF DALLAs, 


Dallas, Tex., June 23, 1958. 
D. L. Crart, 
Vice President and General Credit Manager, 
Allied Finance Co., 
Dallas, Tez. 
Dear Mr. Crart: As requested by Buick Motor Division, General Motors 
Corp., Houston, we have rewritten our letter of guarantee which was mailed to 
them on June 13, 1958. A copy of this letter is enclosed for your records. 
We trust that this meets with your approval. 
Yours very truly, 

JOHN K. CAMPBELL, 

Vice President. 





Re de 
p: 
BuiIcK 
GENE! 
Houstc 
GED 
to you 
you W: 
to saic 
factor’ 
throug 
In fi 
Co. pa 
such n 
howev 
able, t 
of sucl 
indica 
the in 
such n 
er’s St 
Thi 
suspel 
receiv 
this a 
of sus 
delive 
carrie! 
four ( 
Buick 
“ We 
shipm 


hereir 
Moto 


Wh 
the sl 
Buick 


and | 
are re 
desire 
specif 
whole 


and d 
the r 
order 
its in 


ganiz 








ler 
ou. 
re- 
tor 
ill. 
Dur 


AUTO FINANCING LEGISLATION 813 


RepuBLic NATIONAL BANK oF DALuas, 
Dallas, Tex., June 23, 1958. 
Re dealer: Shaw & Crocker Pontiac-Buick Co., DeRidder, La.,; finance com- 
pany: Allied Finance Co., 2808 Fairmount, Dallas, Tex. 
Buick Moror Division, 
GENERAL Morors Corp., 
Houston, Tex. 

GENTLEMEN: This has reference to the above dealer’s letter of authorization 
to you and the above finance company’s commitment on wholesale shipments to 
you with respect to new motor vehicles and chassis hereafter shipped or delivered 
to said dealer in fulfillment of orders placed by such dealer with you, either at the 
factory or one of your zone offices where such orders specify wholesale financing 
through Allied Finance Co. 

In furtherance thereof we hereby authorize you to draw a draft on Allied Finance 
Co. payable at this bank in Dallas, Tex., for the amount of each invoice covering 
such motor vehicles and chassis shipped or delivered to said dealer in a total sum, 
however, not exceeding $10,000 in any 1 day, any portion of such total sum avail- 
able, but unused during any | day, to become automatically canceled at the end 
of such day; and we hereby agree to pay each of such drafts on the payment date 
indicated on the face of the draft when presented at this bank accompanied by 
the invoice and bill of sale transferring to Allied Finance Co. your title in and to 
such motor vehicles and chassis and by certificate of origin if required by the deal- 
er’s State. 

This autborization shall continue in full force and effect until written notice of 
suspension or revocation hereof by us or the above-named finance company is 
received by Buick Motor Division, Houston, Tex., provided, nevertheless, that 
this authorization shall remain effective, notwithstanding receipt of such notice 
of suspension or revocation, with respect to all such motor vehicles and chassis 
delivered to the above-named dealer, in transit, in possession or custody of a 
carrier or assitned by you at your plant for delivery to a carrier, within twenty- 
four (24) hours (excluding Saturdays, Sundays, and holidays) after receipt by 
Buick Motor Division, Houston, Tex., of such notice. 

* We expressly understand that you reserve the right to suspend or discontinue 
shipments on this basis at any time at your sole discretion and without notice. 
Yours very truly, 
REPUBLIC NATIONAL BANK OF DALLAS 
——, Vice President. 


REPURCHASE OpTION AGREEMENT 


Agreement made this 23rd day of June 1958, by and between Allied Finance Co., 
hereinafter called ‘‘Financing Organization,’’ and Buick Motor Division, General 
Motors Corporation, hereinafter called ‘‘ Buick.” 


WITNESSETH 


Whereas Financing Organization is regularly engaged in financing at wholesale 
the shipment of Buick and Opel motor vehicles by Buick to certain authorized 
Buick dealers; and 

Whereas Financing Organization is aware of the danger to the goodwill of Buick 
and Buick dealers that may arise in the event that motor vehicles so financed 
are repossessed and sold to or through others than authorized Buick dealers and 
desires to protect the goodwill in the foregoing regard of those Buick dealers 
specificially with whom it has arrangements for financing such motor vehicles at 
wholesale; and 

Whereas Financing Organization further desires so far as may be practicable 
and desirable in the opinion of Buick, to make regular arrangements with Buick for 
the repurchase of motor vehicles so financed and repossessed for any reason in 
order that Financing Organization may thereby conveniently protect and liquidate 
its interests in such motor vehicles; and 

Whereas Buick desires to enter into such arrangements with Financing Or- 
ganization; 
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Now, therefore, in consideration of the premises and of other good and valuable 
considerations exchanged between the parties, receipt whereof by each of them js 
hereby acknowledged, it is agreed as follows: 

1. Financing Organization hereby gives to Buick the option to repurchase from 
it every undamaged Buick and Opel motor vehicle of current model and body type 
either new or which may be classifiable as new by Buick, which may be repossessed 
by Financing Organization in the course of its regular business of financing the 
same at wholesale for authorized Buick distributors and dealers, the price to be 
paid by Buick for each such motor vehicle to be the net cost thereof, including 
destination charges, to the particular distributor or dealer originally purchasing 
the same from Buick as evidenced by the factory invoice covering such motor 
vehicle. 

2. Accordingly, Financing Organization shall give Buick written notice of 
repossession of each such motor vehicle and offer the same to Buick for repurchase 
as aforesaid within ten (10) days after repossession. Buck shall thereafter 
repurchase any such motor vehicle, which is new or classifiable as new, in any case 
where Buick deems the same practicable and desirable, provided, however, that 
in all cases Buick shall give Financing Organization notice of its decision with 
respect to repurchase within ten (10) days after receipt from Financing Organizg- 
tion of notice of repossession. 





JUNE 23, 1958. 
Re Shaw & Crocker Pontiac-Buick Co., DeRidder, La. 
Buick Motor Division, GENERAL Motors Corp., 
Houston, Tez. 


GENTLEMEN: We have made arrangement whereby the above-named dealer 
may finance through us his purchase of new motor vehicles and chassis from you. 
Confirming the above dealer’s letter of authorization to you in connection there- 
with, we hereby agree to pay in full to you the invoice amount of all new motor 
vehicles and chassis hereafter shipped or delivered to the above dealer in fulfill- 
ment of orders placed by such dealer with you either at the factory or one of your 
zone Offices where such orders specify wholesale financing through us. 

In furtherance of this commitment we hereby authorize you to draw a draft 
on us payable at the Republic National Bank of Dallas, Dallas, Tex., for the 
amount of each invoice covering such motor vehicles and chassis in a total sum, 
however, not exceeding $10,000 in any 1 day, any portion of such total sum 
available, but unused during any 1 day, to become automatically canceled at the 
end of such day; and we hereby agree to pay each of such drafts on the payment 
date indicated on the face of the draft when presented at the above-named bank 
accompanied by the invoice and bill of sale transferring to us your title in and to 
such motor vehicles and chassis and by certificate of origin if required by the 
dealer’s State. 

For your further assurance in connection with the foregoing, we have caused 
the above-named bank to execute and forward to you authorization authorizing 
you to draw drafts on us accordingly which will be honored by said bank. 

This commitment and authorization shall continue in full force and effect 
until written notice of suspension or revocation hereof by us or the above-named 
bank is received by Buick Motor Division, General Motors Corp., Houston, Tex., 
provided, nevertheless, that this commitment and authorization shall remair 
effective, notwithstanding receipt of such notice of suspension or revocation, 
with respect to all such motor vehicles and chassis delivered to the above-named 
dealer, in transit, in the possession or custody of a carrier or assigned by you at 
your plant for delivery to a carrier, within 24 hours (excluding Saturdays, Sundays 
and holidays) after receipt by Buick Motor Division, General Motors Corp., 
Houston, Tex., of such notice. 
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GENERAL Morors Corp., 
Pontiac Moror Division, 
Pontiac, Mich., June 24, 1958. 
Subject: Wholesale financing of Pontiac automobiles re Shaw & Crocker Pontiac- 
Buick Co., DeRidder, La. 

Under date of June 16, 1958 you made arrangements whereby the above-named 
dealer could finance his purchases of new Pontiac automobiles through you and 
furnished us with the properly executed authorization, and/or commitment 
letters and repurchase option agreement. 

In order to bring these papers in line with our current practice without the 
necessity of securing new letters may we ask you to change the wording on your 
copies of the letters to read “‘draft’”’ instead of “sight draft’”’ and the words “trans- 
portation charges’’ to “destination charges” in the repurchase option agreement. 

R. L. Norris, 


Division Comptroller. 
By D. B. McNen. 


Pontiac Motor Division, GENERAL Motors Corp., 
Houston, Tex., June 25, 1958. 
Re Shaw & Crocker Pontiac-Buick Co. DeRidder, La. 
ALLIED FINANCE Co. 
Dallas, Tex. 

GENTLEMEN: We are pleased to advise you that your organization has been 
approved as the financing agency for the above dealership. In this connection we 
are returning to you a copy of the repurchase option agreement which you for- 
warded to us. 

Very truly yours, 
D. J. CHILp, 
Office Manager and Car Distributor. 





